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Calendar of Events 

May 5—5:15 P.M.—Special Techni- 
cal Meeting. Subject: Investment 
Trusts. Location: Society’s Office, 
15 E. 41st Street, New York City. 

May 7—7 :30 P.M.—Special Techni- 
cal Meeting. Subject: Bankruptcy 
Procedure. Location: Engineer- 
ing Auditorium, 29 W. 39th Street, 
New York City. 

May 11—4:00 P.M.—Regular Meet- 


ing of the Board of Directors. 


May 11—7:30 P.M.—Society Meet- 
ing. Location: Waldorf-Astoria 
Hotel, Lexington Avenue at 49th 
Street, New York City. Subject: 
Limitation of Profits on War Con- 
tracts. 

May 14—5:15 P.M.—Special Tech- 
nical Meeting. Subject: Budgets 
and Budgetary Control. Location: 
Society’s Office, 15 E. 41st Street, 
New York City. 

May 21—5 :15 P.M.—Special Techni- 
cal Meeting. Subject: Retail 
Accounting. Location: Society’s 
Office, 15 E. 41st Street, New 
York City. 

May 26—7 :30 P.M.—Special Techni- 
cal Meeting. Subject: Restaurant 
Accounting. Location: Engineer- 
ing Auditorium, 29 W. 39th Street, 
New York City. 

May 28—7 :30 P.M.—Special Techni- 
cal Meeting. Subject: Real Estate 
Accounting. Location: Engineer- 
ing Auditorium, 29 W. 39th Street, 
New York City. 

June 2—Ninth Annual Outing — 
Westchester Country Club, Rye, 
New York. 

June 4—7 :30 P.M.—Special Techni- 
cal Meeting. Subject: Contingent 
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Liabilities and Commitments. Lo- 
cation: Engineering Auditorium, 
29 W. 39th Street, New York City. 


June 18— Regular Meeting of the 
3oard of Directors. 


Membership for Committees 


In order to facilitate the appoint- 
ment of committees for the year 
1942-43, President-elect Marvin re- 
quests that members desirous of 
serving on technical committees of 
the Society (a list of which appears 
in the Year Book) advise the So- 
ciety’s office concerning those on 
which they feel qualified to serve. 
Committees will be selected during 
the summer and will take effect on 
October 1, 1942. 

Members expressing a desire to 
serve on committees and accepting 
committee appointments should 
realize that acceptance conveys a 
willingness to assume the responsi- 
bilities of a member of the commit- 
tee, and to attend meetings and work 
on the activities of the committee. 


Placement Bureau 


The Placement Bureau of the New 
York State Society (Tel. VAn 6- 
2765) will be open for interviewing 
applicants, as outlined in the War- 
time Problems Release No. 2 of 
March 23, 1942, as follows: 

Monday-Wednesday-Friday, 9:00 
A.M. to 12:30 P.M. 

Tuesday-Thursday, 9:00 A.M. to 
12:30 P.M. and 2:00 P.M. to 4:30 
P.M. 

Saturday, 9:00 A.M. to 12:00 noon. 


Mr. Donald Bellows has been em- 
ployed by the Society as Placement 
Director. 
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Election of Officers 


On May 11, 1942, the election of 
officers and directors of the Society 
for the forthcoming year was held at 
the Waldorf-Astoria Hotel. The 
Nominating Committee submitted 
the names of the following officers 
and directors for the ensuing year, 
who were subsequently elected to 
office. They will assume office on 
October 1, 1942. 


Officers 
J. AnrHuR MARVIN............... President 
SRD Es First Vice-President 
Henry A. Horne....Second Vice-President 
CHARLES TT. TOWNS... 066500006000 Secretary 
Harry E. VAn BENSCHOTEN...... Treasurer 


Directors 
(For a Period of Three Years) 
WILLIAM R. DonaLpson Stmon Loes 
G. CHARLES HurDMAN Prior SINCLAIR 
ANDREW STEWART 


Mr. Marvin, in accepting his elec- 
tion as President of the Society, 
spoke as follows: 

I want to thank the members of 
this Society for the honor they have 
conferred upon me for the coming 
year. It is an honor that carries with 
it a deep responsibility during this 
national crisis which imposes new 
obligations upon every one of us. 

The war may have a decided effect 
upon the activities of our Society. 
Changes may have to be made to 
meet changing conditions. In this 
regard I know that I can pledge to 
you that the present and elected 
officers and directors of this Society 
will strive to meet these changing 
conditions and to maintain the high 
standard of accomplishment that has 
been set by those who have served 
you as officers and directors in the 
past. We know, that we can only 
do this with your help. We also 
know, that many of our members 
have been called into the services 
for active duty. In order to fill their 
places it may be necessary for your 
officers to ask many of the older 
members of our Society to again be- 
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come active on important commit- 
tees. Whenever necessary we are 
going to call upon you and we ask 
your cooperation. 

There can be no doubt about our 
first task during the year ahead. It 
is for us as citizens, and as mem- 
bers of the accounting profession, to 
make the largest possible contribu- 
tion to the winning of this war. 
Confronted with a shortage of per- 
sonnel, and with much heavier and 
more exacting duties than those of 
peace time, with changed business 
conditions and a new and develop- 
ing tax structure, we must redouble 
our efforts and discharge our re- 
sponsibilities with strict adherence 
to those professional standards that 
have governed our past efforts. 

The preservation of our demo- 
cratic institutions depends upon en- 
lightenment. One of the primary 
purposes of accountancy is enlight- 
enment. ‘This means enlightenment 
and guidance for management, for 
government and for the general pub- 
lic. Accountancy is the agency by 
which one or all of these factors— 
management, government and the 
people—can know what is occurring 
in business and industry. It may 
not be as important in wartime as 
the actual delivery of the finished 
product, but it is the means of de- 
termining the degree of efficiency 
all along the line by which the prod- 
uct is produced. 

Our great peace-time enterprises 
have grown tremendously more vast 
under the sudden demands of this 
war emergency. The call is for ex- 
pansion, and still more expansion, 
so that schedules may be increased, 
and doubled, and quadrupled. No 
executive and no limited group of 
executives can supervise personally 
the innumerable transactions involved 
in this, the greatest industrial transi- 
tion and expansion of all history. 
Without the services of account- 
ancy, there is scarcely a company 
in the country but that would bog 
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down. Instead of progress toward 
victory, we would have chaos lead- 
ing to defeat. Tremendous muni- 
tions establishments spread over 
huge areas, and to conduct them 
management must rely upon sound 
accounting records and procedures. 
Accountancy provides the control 
that means balance in the processes 
toward the efficient, maximum out- 
put of the finished article. 

Such is our responsibility to man- 
agement, and let me emphasize that 
the capable conduct of the munitions 
plant is as essential to victory in 
modern warfare as is the proper 
handling of our armies and navies 
in the arenas of combat. 

There is another point in this pro- 
cess of enlightenment. American 
business and industry is on trial as 
at no previous time in our history. 
It is reasonable to say that the whole 
future of our system of private man- 
agement and free enterprise depends 
upon its functioning during this 
critical period of world-wide con- 
flict. We are challenged by an op- 
posing concept. Aligned against us 
are nations in which every vestige 
of private control over industry has 
passed away. We are taunted by 
the enemy that our system of free 
enterprise will break down in com- 
petition with state-controlled econo- 
mies. There are those here in our 
own country, eagerly watchful for 
flaws in our existing system, ready 
to utilize the war or any other oppor- 
tunity for the advancement of their 
cherished doctrine. 

If there is one thing that stands 
out in these first five months of 
war, it is that private American in- 
dustry has met this challenge in no 
uncertain manner. The response by 
industry to the government’s call for 
a conversion to a war basis has 
stimulated and inspired the entire 
American people. Billion dollar in- 
dustries have been transformed with 
amazing speed, almost overnight. 
The instances of reluctance or lag- 
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gardness have been few and isolated. 
Various industries still engaged in 
their peace-time pursuits await only 
the word as to where and how their 
facilities may be most advantage- 
ously employed in this all-out war 
effort. We are hearing after these 
five months, much less about delays 
and bottlenecks. We are beginning 
to hear, instead, of how production 
schedules are being exceeded. It is 
fair to say, I think, that the whole 
purpose of private industry is full 
speed ahead to win this war in the 
shortest possible time. 

The American people must ob- 
serve closely the course and conduct 
of business and industry during the 
war, in order that they may be truly 
informed as to the character of its 
performance. We may be sure that 
after the war, many individuals will 
be eager, for their own purposes, to 
assail these wartime methods and 
this wartime program. Such has 
been the case after every war, and 
the years following this war will 
offer no exception. We want at that 
time the facts, and not a distorted 
picture drawn from exceptional cases 
to prevail. 

What the accounting profession is 
engaged in at this moment is help- 
ing to establish the permanent rec- 
ord based on sound accounting prac- 
tices and procedures. Through its un- 
biased audits and reports it serves as a 
basic factor in this process of public en- 
lightenment. Upon the record now 
being built by industry, and upon the 
public’s careful scrutiny of that record, 
will depend the future course of 
American business in a world filled 
with conflicting concepts and theories. 





Prize Essay Contest 

Members are reminded of the Prize 
Essay Contest being conducted by the 
Committee on Publications which is 
open to members and associate members 
of the Society who are employed on the 
staff of a practicing accountant or firm 
of accountants. Prizes in the amount of 
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$200 for first prize and $100 for second 
prize will be awarded to those who sub- 
mit the best essays, articles, or papers 
on any one of the four subjects listed 
below : 


1. Internal Check and Control as Dis- 
tinguished from Internal Auditing. 


2. Auditing Standards 
With particular reference to paper 
of that name by Samuel J. Broad 
published in November, 1941, 
Journal of Accountancy. 


3. The Effect Upon Accounting Prac- 
tices and Procedures of Federal 
Laws Enacted Since 1932. 

4. Experience with Extensions of 
Auditing Procedure. 

Practical application and work- 
ability from the point of view of 
the independent certified public 
accountant. 


Papers submitted must not be more 
than 5,000 words, and should be typed 


in duplicate on 8% x 11 stationery, 
double or triple space typing. 

The contestant’s name should not 
appear on his manuscript, which 
should be accompanied by a cover- 
ing letter giving the contestant’s 
name and address and firm connec- 
tion. All papers should be forwarded 
to the Managing Editor of the New 
York Certified Public Accountant, 
15 East 41st Street, New York City, 
on or before June 1, 1942. 


Amendment to the By-Laws 


At its meeting on May 11, 1942, 
the Society approved the following 
amendment to Article VI, Paragraph 
10 of the By-Laws, page 233 in the 
Year Book: 

Strike out the third sentence in Ar- 
ticle VI, Paragraph 10 which reads 
as follows: 

“He shall pay out only such 
funds as are authorized by the 
board, and all payments so made 
shall be by check signed by the 
treasurer and countersigned by the 
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president or the secretary or signed 
by the president for the treasurer 
in the event of the temporary ab- 
sence of the treasurer and counter- 
signed by the secretary.” 

and insert the following: 


“All payments out of such funds 
must be authorized by the board 
and all payments so made shall be 
by check signed by the treasurer 
or the secretary and countersigned 
by one of the other four officers 
of the Society.” 


Herbert J. Hamilton 


At the April 13th Society meeting 
held at the Waldorf-Astoria Hotel, 
New York City, Mr. Herbert J. 
Hamilton, Chief of the Professional 
Examinations Bureau of the New 
York State Department of Educa- 
tion, was presented a certificate of 
honorary membership in the Society 
by Mr. J. Arthur Marvin, acting 
President. Mr. Hamilton was elected 
as an honorary member at the March 
2nd meeting of the Society upon 
recommendation of the Board of 
Directors. 

Congratulatory telegrams were re- 
ceived and read aloud from Lieutenant 
Colonel Andrew Stewart, President of 
the Society, and Brigadier General 
Arthur H. Carter and Lieutenant 
Colonel Morris C. Troper, both for- 
mer Presidents of the Society, all of 
whom, because of their official work 
in Washington, were unable to attend 
the meeting. 

Mr. Hamilton will have completed 
fifty-one years with the Department 
on his retirement July 1, 1942, and 
has signed the C.P.A. certificates as 
Examiner for the Department prac- 
tically since the inception of the 
C.P.A. Law in 1896. 


Defense Savings Bonds 


The Accountants Committee for 
the Purchase of Defense Savings 
Bonds would like to remind the mem- 
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bers that this Committee is trying to get 
the cooperation of all accounting firms 
in the metropolitan area in the pur- 
chasing of* Defense Savings Bonds 
through the Payroll Allotment Plan. 
The purpose of this plan is to facili- 
tate the purchase of bonds by en- 
abling employees to voluntarily allo- 
cate a certain portion of their salaries 
towards these bonds. This Com- 
mittee has asked for the cooperation 
of over three hundred accounting 
firms in furthering this plan among 
their employees. Any firms who have 
not already been contacted by the 
Committee and who are interested 
in installing the Payroll Allotment 
Plan for their employees should get 
in touch with the Committee at the 
office of the Society. 


Lieut. Col. Andrew Stewart 


Andrew Stewart, President of the 
Society, has recently been appointed 
a Lieutenant Colonel in the Army 
and is Chief of the Accounting and 
Audit Supervisory Branch of the 
Fiscal Division, Headquarters, Serv- 
ices of Supply. Brigadier General 
Arthur H. Carter, former President 
of the Society, is Director of the Fis- 
cal Division, and is Budget Officer 
for the War Department. 

Another ex-President, Morris C. 
Troper, has also been appointed a 
Lieutenant Colonel, and is Chief of 
the Cost Analysis Section of the Ac- 
counting and Audit Supervisory 
Branch. Other prominent account- 
ants from various parts of the coun- 
try are also serving in this branch. 

Mr. Arthur Marvin, First Vice 
President, is serving as President of 
the Society in Colonel Stewart’s ab- 
sence. 


Clinic on Public Speaking 
An intensive six-session Clinic on 
“Responsible Talking” required of 
professional men is now being organ- 
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ized. It will be conducted by John 
Mantle Clapp, Director of The 
Speakers’ Clinic, formerly on the 
faculties of Indiana University, Lake 
Forest College and New York 
University, and author of “How to 
Talk,” “Doing Business by Letter,” 
etc. The sessions will be held Mon- 
day evenings from June Ist. A 
moderate fee will be charged. 

The purpose is to bring out key- 
points and develop controls for in- 
formal talks to small groups, where 
decisions are made, and conference 
discussion with clients, as well as 
papers for professional and lay audi- 
ences. Emphasis will be placed on the 
Public Relations aspect of the sub- 
ject and on the problem of giving 
technical material a form that lay- 
men find clear and interesting, with- 
out sacrifice of accuracy. Members 
will be exercised in building speeches 
together on their feet, with or with- 
out notes. Trying out actual material 
from his own experience, and get- 
ting a candid all-round reaction 
from the group, a man discovers 
where his habitual way of presenting 
ideas succeeds or fails and why, and 
thus develops controls that fit his 
personal needs. 

Enroijlments are limited, to permit 
of individual attention—private ad- 
vice on diction and sentences in a 
professional man’s talk; handling of 
examples; use of the voice; appro- 
priate dramatizing ; and how to read 
a speech effectively. Members who 
are interested should write to the 
Society’s office for additional infor- 
mation. 


Ninth Annual Outing 


The Annual Outing and Tourna- 
ment of the Society will be held this 
year on Tuesday, June 2, 1942, at 
the Westchester Country Club, Rye, 
New York. A tennis tournament and 
informal golf will be held in the 
morning, following which luncheon 
will be served. After lunch the golf 
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tournament will take place, and the 
finals of the tennis tournament will 
be decided in the afternoon. Dinner 
will be served at 7:30 P.M., at which 
time the various prizes will be 
awarded. Reservation cards will be 
sent out to the members after May 
15th, and those wishing to attend 
should send in their cards to the 
Society’s office as soon thereafter 
as possible. It is hoped that many 
members will turn out this year and 
bring their friends with them. 


George H. Iffla 

George H. Iffla, partner in the 
firm of Cavanagh & Iffla, and a mem- 
ber of this Society since 1908, died 
on April 12, 1942. Mr. Iffla was also 
a member of the American Institute 
of Accountants. 

The Society has suffered a great 
loss in the death of Mr. Iffla, who 
was a member for over thirty vears. 








Somewhere... 


an American sailor’s life has just been saved by 
a transfusion of blood, collected by the Red 
Cross and put on his ship by the Red Cross. 
Remember this when you’re asked to give or 


give again to the RED CROSS WAR FUND 
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The Natural Business Year 

Reprinted from Wartime Problems Release 
No. 7, sent to the membership by the Special 
Committee on Wartime Problems. 

War, with the problems it creates 
for all industries—shortage of essen- 
tial materials, shortage of man- 
power, higher taxes, narrower profit 
margins—places a high premium up- 
on efficiency. Time is of the essence. 
Maximum production is the order 
of the day. 

Adoption of the natural business 
year is one of the answers to prob- 
lems presented to business working 
under wartime conditions. The pam- 
phlet entitled “The Natural Busi- 
ness Year—Its Advantages to Busi- 
ness Management” which has been 
sent to the membership, presents in a 
simple straight-forward manner the 
basic points in favor of the natural 
fiscal vear. 

Aside from its advantages to man- 
agement, the natural business year 
is of course of great value to the 
accountancy profession in spreading 
the work of practitioners through the 
vear, rather than to have it all come 
annually in one rush season. This 
is a particularly acute problem at 
the present time when war condi- 
tions have increased the work of 
many members of the profession in 
the face of serious staff shortages. 

The Society is distributing this 
pamphlet as widely as possible in 
New York State, the cover of which 
bears the Society’s name. It is our 
plan to send approximately 10,000 
copies of the pamphlet to individuals 
in the groups listed below: 

1—The Entire Membership of the 

Society 
2—Principal Officers of Banks & 
Trust Companies 
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3—Credit Men in New York State 

4—Chamber of Commerce Officials ; 
Trade Association Executives 

5—State, City and County Bar 
Association Officials 

6—State and Municipal Officials 
and Legislators 

7—|ditors of Newspapers and 
Trade Publications 


Inasmuch as the above groups do 
not by any means cover all those in 
New York State who should receive 
this booklet, we are providing an ad- 
ditional supply for repurchase by 
members of the Society to be sent 
by them to clients and others in 
order that this booklet may obtain 
maximum circulation in the State, 
and thereby result in the greatest 
possible benefit to both yourself and 
the profession. 

Will you cooperate by sending 
copies of the pamphlet to individuals 
and groups among your clients, and 
to any others with whom you may 
have contact? In distributing the 
copies, do everything you can in per- 
sonal interviews or in letters to im- 
press upon everyone the advantages 
of the natural business year. It will 
be necessary in many cases to follow 
up the first mailing or delivery of 
the pamphlet with further work in 
the way of helping individuals and 
groups to apply the natural business 
vear to their own management prob- 
lems. 

The cost of the pamphlet is three 
cents for each individual copy ; $2.50 
per one hundred copies for quantities 
up to 500, and $2.00 per hundred for 
quantities more than 500. The pam- 
phlet may be mailed first class for 
two cents locally and three cents 
out of town. The postage cost when 
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open envelopes are used is one and 
one-half cent for each copy. Send 
your order to the Society at 15 E. 
41st Street, New York City. 

It is hoped that, in response to the 
opportunity created by publication 
of this new pamphlet, members and 
associates will make a concerted ef- 
fort to increase the number of indi- 
viduals, companies and groups using 
the natural business year. You can 
help the nation, your clients and 
yourself by assisting in this effort. 


Accountants in War 


Reprinted from May, 1942, 
JourNaL oF ACCOUNTANCY 


Last month we published a com- 
munication from two national ac- 
counting organizations to Selective 
Service suggesting the qualifications 
of an accountant who might be re- 
garded as a “necessary man,” and the 
kind of accounting work that might 
be considered a “critical occupation” 
within the meaning of the Selective 
Service Act. Since this communica- 
tion was filed at Washington March 
6th, there have been further confer- 
ences with Selective Service officials 
to clarify the questions at issue, but 
no final ruling can be expected for 
several weeks—perhaps early May. 

On March 16th the national head- 
quarters of the Selective Service Sys- 
tem issued a memorandum to all 
state directors restating the policy 
on occupational classifications of 
registrants, which is, broadly, to ac- 
complish an orderly adjustment of 
the manpower resources of the na- 
tion so that all available men are 
properly and expeditiously directed 
into that channel of activity where 
the nation at war will be best served. 
The general statement of policy is to 
be followed by a series of bulletins 
describing specific occupations which 
may be considered “critical,” either 
because they are necessary to war 
production or essential to the support 
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of the war effort, and the types of 
workers who may be considered 
“necessary men” in those occupa- 
tions. It is confidently hoped that 
a bulletin on accounting will be in- 
cluded in this series, but it is of 
course impossible at this time to 
foretell what it will contain. 


Inasmuch as the accounting pro- 
fession is already suffering an acute 
personnel shortage and looks for- 
ward with anxiety to the classifica- 
tion of registrants of February 16th, 
it may be desirable at this time to 
speculate on what may be the gen- 
eral trend—how accountants may be 
directed into channels of activity 
where the nation at war will be best 
served. There is no blinking the 
fact that the increasingly heavy de- 
mands of the armed forces and war 
industries are making inroads upon 
the nation’s manpower which will 
probably soon make it impossible for 
an ablebodied man without depend- 
ents, under the age of 45, to continue 
in “nonessential” activity. The man- 
power shortage is forcing Selective 
Service to narrow its original con- 
ception of what is essential. Now 


that we are at war, its memorandum : 


of March 16th indicates, the phrase 
“national health, safety, or interest” 
no longer includes mere convenience 
and comfort. Essential activities 
other than war production are now 
stated to include those activities 
which provide food, clothing, shelter, 
health, safety, and other requisites of 
our daily life. 

Translated into terms of account- 
ing, this seems to mean in general 
that younger men—physically fit, 
without dependents—who have had 
less than, say, five years’ experience 
in industrial accounting may be of 
greater service in the armed forces 
than in civilian occupations. There 
is work to be done in the Army and 
the Navy in which even their limited 
experience will be of value. Some- 
what older accountants with good 
experience in industrial accounting, 
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but without dependents, may expect 
to be required to serve in the armed 
forces unless they are engaged in 
critical occupations—either in the 
government’s war agencies, in war 
industries or other essential in- 
dustries, or in public accounting 
firms directly serving such indus- 
tries. An employee or partner of a 
public accounting firm who comes 
within this category may not be re- 
garded as a “necessary man”’ if he 
spends only a minor part of his time 
in serving clients who are themselves 
engaged in essential work. In other 
words, it seems quite possible that 
the public accountant’s occupational 
status will be determined largely by 
the clients whom he serves. 

As in other areas of the national 
economy, accounting work which is 
not vital to the war effort or to essen- 
tial civilian activities which support 
the war effort may have to be per- 
formed by older accountants, ac- 
countants deferred because of de- 
pendents or physical disabilities, and 
by women. This seems the logical 
conclusion if the war continues 
through next year. It may mean 
that accounting service will have to 
be restricted to those who require it 
most, and certainly suggests that 
everything possible must be done to 
spread the work to minimize peak- 
loads, so as to avoid the waste of idle 
time. 

Much interest has been expressed 
in the efforts of the committees of 
the accounting organizations to solve 
the problem in so far as Selective 
Service is concerned, and a number 
of inquiries have been received as to 
the personnel of the committees 
which have done this work. The 
American Institute of Accountants 
was represented by Carman G. 
Blough, New York, chairman, J. N. 
Aitken, Jr., Philadelphia, and Victor 
H. Stempf, New York, and the Na- 
tional Association of Cost Account- 
ants was represented by Philip J. 
Warner, chairman, Harry A. Grube, 


1942 


and Francis McCaffery, all of New 
York. 

The outlook for the accounting 
professicn is no more cheerful than 
for anyone else, but we refuse to ad- 
mit that it is depressing. It presents 
a challenge, and the history of the 
profession shows that American ac- 
countants always accept a challenge 
with alacrity and enthusiasm. 





War Damage to Accountant’s Offices 


Reprinted from “AccoUNTANCY,” 
September, 1941 


A group of Incorporated Account- 
ants who have lost their offices 
through enemy action met recently 
to compare experiences. Having 
lost most of their records, they made 
a list of the documents of which 
they now felt the want most seri- 
ously. They also considered the pre- 
cautions which they would have 
taken if they had known that their 
offices were to be destroyed. Finally, 
they discussed the steps which they 
had individually taken after the air 
raid to get their offices going again 
and to reconstruct missing records. 
The results of their discussion are 
summarized below. 

Part I. PRECAUTIONS 

1. The first and most obvious pre- 
caution is to duplicate certain rec- 
ords, the duplicate copies then being 
sent to a partner’s residence or a 
branch office. It may, for example, 
be convenient to take an extra copy 
of the outgoing correspondence for 
this purpose. Copies of the following 
documents should also be available: 

Income tax computations and 
returns. 

Final accounts and trial balances. 

Trust balance sheet. 

Company dividend lists (including 
particulars of mandates and ad- 
dresses) and debenture lists. 

Company register of transfers. 

Company minutes (where typed). 

Office salary list. 
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Inventory of office furniture. 
Address list (of clients, etc.). 
Schedule of insurances. 

Office balance sheets. 

2. It may also be desirable to ar- 
range for a copy of office cash book 
and fees book entries to be sent 
away. In order to enable the fees 
book to be completed, some firms 
are preparing duplicate copies of 
time records and diaries. Periodi- 
cal lists of clients’ balances should 
in any case be duplicated. 

3. It is also desirable to keep a 
stock of stationery away from the 
office (e.g., letter-headings, company 
and other forms). If circumstances 
permit, a spare typewriter should be 
kept in reserve. 

4. Certain other documents can- 
not be removed from the office with- 
out causing practical inconvenience 
nor can they be readily duplicated. 
They should therefore be kept in a 
strong room or safe—perferably a 
strong room, as safes give doubtful 
securitiy in prolonged fires. These 
documents include: 

Clients’ books (e.g., in the office 

for audit). 

Company share registers and fi- 

nancial books. 

Insolvency papers of importance. 

Office private ledger and clients’ 

ledgers. 

Office deed register. 

Office insurance register. 

lees books, time records and 

diaries. 


If the strong room accommodation 
is adequate, typewriters and adding 
machines should be removed there 
each night, while filing cabinets 
might be kept there permanently. 

5. Clients should be asked to dis- 
perse duplicate copies of their own 
debtors, stocks and insurance lists. 
They should also be asked to keep 
in a place of safety copies of final 
accounts and income tax papers. 
Deeds belonging to clients should 
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not be retained in the accountants’ 
offices longer than is necessary. It 
may be desirable to advise that cer- 
tain essential deeds should be copied 
photostatically. . 

6. In preparation for possible air 
raid damage, it is usually desirable 
to arrange a staff meeting place, i.e., 
where the staff can assemble if the 
offices are destroyed. This is one 
of the adantages of a mutual arrange- 
ment with another professional firm 
or a client. 

7. lf fire-watching is undertaken 
by members of the staff, it is often 
desirable to arrange a programme 
to be followed by the fire watchers 
in the event of the building being 
threatened by fire (e.g., for the re- 
moval of typewriters to another 
building). 


Part I]. AFTER THE AIR Raip 

If the whole or a major part of 
the records have been destroyed, the 
essential steps seem to be as follow: 

1. Assemble staff, personnel not 
immediately required being sent on 
to outside audit work. 

2. Arrange alternative accommo- 
dation (including telephone, if pos- 
sible). 

3. Arrange for furniture. 

ae ange for printing of station- 

4. Arrange for printing of station 
ery (letter headings, forms, etc.). 

5. Call in duplicate records from 
dispersal points and re-commence 
filing system. 

6. Circulate clients, giving par- 
ticulars of new address. 

7. Arrange for any papers re- 
covered from damaged premises to 
be secured. 

8. Proceed with war damage 
claim. 

9. Ascertain which recent final ac- 
counts and returns have been lost, 
borrowing copies of such documents 
from clients for copying. It will 
probably also be necessary to build 
up records from information sup- 
plied by banks and income tax offices. 
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HE following is a list of applicants admitted to membership, and associ- 
ate membership in the Society and also associate members advanced to 
membership at the meeting of the Board of Directors held on April 9, 1942: 


Membership 
Abrams, Nathan, 295 Madison Avenue. 
Acker, Howard Good, 239 Broadway. 
Anderten, George L., 
With U. S. Army. 
Aronen, Tauno, 1135 North Maryland 
Avenue, Glendale, California. 
Ashman, Wilbur C., 345 Eldert Street, 
Brooklyn, 
With Brass Goods Manufacturing Co. 
Bercu Bernard, 1775 Broadway, 
Of Gottheimer, Bercu Company. 
Blanchard, Alice Melville, 100 State St., 
Albany, 
With William J. Nusbaum. 
Brauer, Augustus M., 1450 Broadway, 
Of A. M. Brauer & Co. 
Brown, Ronald Forbes, 7 DeKalb Ave., 
Brooklyn, 
)f Mount & Carter. 
Brutsche, 
With United States Freight Company. 
Bucholz, Morris, 55 West 42nd Street. 
Catterall, John Joseph, 1 Cedar Street, 
With Arthur Young & Company. 
Cohen, Albert L., 113 W. 42nd Street, 
Oi Cohen & Oppenheim. 
Collins, John Paul, 19 Rector Street, 
With Byrnes & Baker. 
Dapice, J. J., 70 Pine Street, 
With Peat, Marwick, Mitchell & Co. 
Dragan, Joseph, 
With U. S. Army. 
Eisen, Charles J., 40 Worth Street, 
Of Carroad, F rankel & Jackson. 
Fine, Milton, 8 W. 40th Street, 
With Lerer & Lerer. 
Fuller, Albert E., 100 Sixth Avenue, 


With General Printing Ink Corporation. 


Ginsberg, Harry, 1450 Broadway. 


Goldberg, B. Bernard, 140 Nassau Street. 


Gottlieb, Alan, 521 Fifth Avenue, 

With Homes & Davis. 

Greendlinger, Samuel, 570 Seventh Ave., 

Of Clarence Rainess & Co. 

Higbee, Edward Wyman, 3rd, 90 Broad 
Street, 

With Lybrand, Ross Bros. & Montgomery. 
Hoenig, David, 271 Madison Avenue. 
Jasper, Francis Edwin, 1819 Broadway, 

With Seabord Commercial Corporation. 
Kurshan, Herbert, 15 West 18th Street. 
Lang, Samuel E., 140 West 42nd Street. 
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Charles Burnham, 40 Rector St., 


Leffert, David J., 528 State Tower Bldg., 
Syracuse, 
Of Lavine & Leffert. 
Lefkowitz, Abraham, 205 W. 34th Street, 
With Jonas Roth & Co. 
Leidich, Adam Arthur, 90 Broad Street, 
With Lybrand, Ross Bros. & Montgomery. 
Lennox, Cyril J., 432 Oakland Avenue, 
West Brighton, Staten Island. 
Lindquist, Iver T., 30 Rockefeller Plaza, 
With Allied Products, Ine. 
Luce, William E., 141 Broadway, 
With Berdolt & Company. 
Mabel, Edward, 1440 Broadway, 
Of Rosen & Rosen. 
Mackenzie, George Douglas, 50 Broad St., 
With American Water Works and 
Electric Company, Inc. 
Marshall, Douglas Serven, Burlington, 


W ith “United States P ipe and Foundry 
Company. 
McNamara, Roland Joseph, 80 Broad St., 
With Loomis, Suffern & Fernald. 
Michaelson, Henry, 1440 Broadway. 
Mills, Floyd, 811 Vermont Ave., 
Vashineton, D. C., 
With Reconstruction Finance Corpora- 
tion. 
Orattik, Charles John, 
With the Officers’ Club, Fort Meade, 
Maryland. 

Roeder, Charles R., 90 Broad Street, 
With Lybrand, Ross Bros. & Montgomery. 
Rothman, Sanford Emanuel, 1501 Broad- 

way. 
Sair, Donald Carmel, 7 East 42nd Street, 
Of Conrad M., Sair & Company. 
Scheuer, Alfred A., 457 West 57th Street, 
Of A. A. Scheuer & Co. 
Schlitt, Irving, 
With U. S. Army. 
Shechet, Samuel, 505 Fifth Avenue, 
Of Samuel Shechet Company. 
Siegel, Sidney H., 30 Broad Street. 
Silverm< - Samuel, 55 West 42nd Street. 
Sindel, Samuel, 1457 Broadway, 
Of Samuel Sindel Company. 
Somers, Benjamin, 136 Liberty Street, 
Of Samuel W. Webster & Co. 
Starkman, Samuel, 570 Seventh Avenue. 
Steers, Philip L., Jr., 
With U. S. Army. 
Stoler, M. N., 295 Madison Avenue, 
Of Henry Brout & Company. 
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Varet, Guster V., 123 William Street. 
Watts, John P., 90 Broad Street, 
With Lybrand, Ross Bros. & Montgomery. 
Weinberg, Herbert, Bank of Jamestown 
Bldg., Jamestown, 
With Seidman & Seidman. 
Weintraub, J. I., 521 Fifth Avenue. 
White, H. Edward, Department of Justice 
Bldg., Washington, D. C., 
With Federal Bureau of Investigation. 
Wigder, Bernard, 55 West 42nd Street, 
With Goldstein-Herskowitz Co. 
Young, Joseph A., 90 Broad Street, 
With Lybrand, Ross Bros. & Montgomery. 
Young, Wilford R., 111 Broadway, 
With Scovell, Wellington & Company. 


Associate Membership 


Auerbach, Harry S., 
With U. S. Army. 
Bardusch, Frederick W., 18 Pine Street, 
With Chase National Bank. 
Bierce, Thurber H., 61 Broadway, 
Comptroller, General Gas & Electric 
Corporation. 
3orenstein, Hyman, 1440 Broadway, 
With Fred Landau & Co. 
Bruneau, Armand Louis, Jr., 
74 Trinity Place, 
With A. L. Bruneau. 
Doty, George Espy, 1775 Broadway, 
With General Motors Corporation. 
Ehrlich, David, 175 Fifth Avenue, 
With Glickman & Glickman. 
Evens, Bernard, 
With U. S. Army. 
D’Alea, Hugo Edward, 60 East 42nd 
Street, 
With Wilfred Wyler. 
Deutsch, Henry, 125 Park Avenue, 
With S. D. Leidesdorf & Co. 
Ferber, Bertram, 285 Madison Avenue, 
With Alson & Brown. 
Fielder, John Austin, 56 Pine Street, 
With Price, Waterhouse & Co. 
Friedman, Louis A., 1501 Broadway, 
With Louis Sturz and Company. 
Friederich, Charles Henry, One Cedar 
Street, 
With Arthur Young & Company. 
Fuller, Robert H., 175 Fifth Avenue, 
With Meyer Parmet. 
Geehr, Albert Selah, Jr., 
Electric Bldg., Buffalo, 
With Niagara Hudson Power Corp. 
Gimpel, William, Jr., 19 Rector Street, 
With I. R. Lashins & Company. 
Gottlieb, Irving Jacob, 322 Main Street, 
Stamford, Conn., 
With Louis J. Kuriansky. 
Hennessey, William M., 
367 Southern Blvd., Bronx, 
With Ward Baking Company. 
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Hicks, Frederick L., 27 Jackson St., 
Lowell, Mass., 
Secretary and Comptroller, Megowen- 
Educator Food Co. 
Hollinger, Alexander, 
813 Westchester Ave., Bronx, 
With Brown & Silver. 
Isaacson, Herbert Seymour, 
With U. S. Army. 
Johnson, Chester Philip, 56 Pine Street, 
With Price, Waterhouse & Co. 
Kennedy, Joseph Daniel, Jr., 
With U. S. Navy. 
Lederman, Ernst M., 11 West 42nd Street, 
With Harry A. Cummings & Co. 
Leicht, Louis, 358 Fifth Avenue, 
With Alson & Brown. 
Lynn, Richard, 1440 Broadway, 
With Joseph J. Wechsler. 
Mancina, Peter Frank, 67 Wall Street, 
With Arthur Andersen & Co. 
McDonald, James Edward, 56 Pine Street, 
With Price, Waterhouse & Co. 
Miller, Richard A., 111 Sutter Street, San 
Francisco, California, 

With Federal Bureau of Investigation. 
Nass, Karl W., c/o Carribbean Petroleum 
Company, Maracaibo, Venezuela, 

With Price, Waterhouse & Co. 
Noonan, Donald Charles, 30 Broad Street, 
With R. G. Rankin & Co. 
Pepper, Daniel M., 
With U. S. Army. 
Pirnie, Peter, Jr., 30 East 42nd Street, 
With Union Carbide Company. 
Reiter, Harry S., 1441 Broadway, 
Of M. Breger & Co. 
Rodger G. Menzies, Jr., 111 Broadway, 
With Scovell, Wellington & Company. 
Rubin, Milton Nathaniel, 475 Fifth Ave., 
With Joseph Getz & Company. 
Russell, Gordon Baird, 120 Broadway, 
With Kennecott Copper Corporation. 
Schanfein, George, 570 Seventh Avenue, 
Shapiro, Murray, 25 West 45th Street, 
With Samuel C. Cooper. 
Soll, Sanford, 125 Park Avenue, 
With S. D. Leidesdorf & Co. 
Storch, Clifford, 11 Park Place, 
With Twentieth Century Accounting & 
Audit Co. 
Taylor, Jerome Harold, 
With U. S. Navy. 
Walker, Louis, Philadelphia Quarter- 
master Depot, Philadelphia, Penn. 
With U. S. War Department. 
Wanty, Edward David, 350 Madison 
Avenue, 
With Hurdman and Cranstoun. 
Warren, John Lester, 50 Broadway, 
With Webster, Horne & Blanchard. 
Williams, Lewis Elmer, 717 City Bank 
Bldg., Syracuse, 
With Stover, Butler & Murphy. 
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Elections 


Advancement from Associate Membership 
to Membership 


Bendix, William, 100 Broadway, 
With F. W. Lafrentz & Co. 
Bernegger, Joseph H., 2 Rector Street, 
With Ebasco Services, Incorporated. 
Blum, Seymour Edward, 
With U. S. Army. 
Brand, Charles, 42 Broadway, 
With Gray, Scheiber & Company, 
Clark, Howard Longstreth, 
With U. S. Navy. 
Denier, Frank X., 67 Wall Street, 
With Arthur Andersen & Co. 
Drake, Gregory, 17 East 42nd Street. 
Eichel, David, 1653 East 31st St., 
Brooklyn. 
Enroth, C. Edward, 111 Broadway, 
With Scovell, Wellington & Company. 
Farrington, Joseph D., 1415 Liberty Bank 
Bldg., Buffalo, 
With Glenny, Roth & Doolittle. 
Felmeden, Karl E., 1012 Liberty Bank 
Bldg., Buffalo, 
Of Lucker & Severance. 
Frey, Bernard, Washington, D. C., 
With General Accounting Office of the 
U. S. Government. 
Gefen, Sylvan, 475 Fifth Avenue. 
Greenbaum, Bernard, 152 West 42nd 
Street. 
Grochau, Frederick R., 30 Rockefeller 
Plaza, 
With American Cyanamid Company. 
Gross, Martin D., 60 Park Place, 
Newark, N. J., 
With Puder & Puder. 
Hewell, Walter R., Washington, D. C., 
With War Department, Quartermaster 
Corps. 
Hibel, Bernard, 11 Park Place, 
With Janis & Bruell. 
Hoffman, John Ferguson, 1720 Rand 
Bldg., Buffalo, 
With Price, Waterhouse & Co. 
Houk, Rudolph J., Jr., 67 Wall Street, 
With Arthur Andersen & Co. 
Hyman, Leo, 125 Park Avenue, 
With S. D. Leidesdorf & Co. 
Jacobs, Bernard A., 1450 Broadway, 
With David Berdon & Co. 
Kane, Harold B., 250 E. 178th Street, 
Bronx. 


Kennedy, John T., 1012 Liberty Bank 
Bldg., Buffalo, 
Of Lucker & Severance. 
Lambrides, Nicholas George, 475 Fifth 
Avenue, 
Of Lambrides & Bohman. 
Lashenick, Julius H., 521 Fifth Avenue, 
With Joseph S. Herbert & Company. 
Lusterman, Julian Lawrence, 1775 
Broadway, 
With Gottheimer, Bercu Company. 
McCabe, Peter A., 70 Pine Street, 
With Peat, Marwick, Mitchell & Co. 
McCune, R. Blake, 52 William Street, 
Of Zirkle, Breden & Co. 
Mirabito, John Edward, 67 Wall Street, 
With Arthur Andersen & Co. 
O’Donnell, Hubert Bernard, 18 East 48th 
Street, 
With Harris, Kerr, Forster & Company. 
Rabey, Harry Edwin, 90 Broad Street, 
With Lybrand, Ross Bros. & Montgomery. 
Randall, Alfred L., 535 Fifth Avenue, 
With William Lipsitz. 
Riker, John, 120 Broadway, 
With Barrow, Wade, Guthrie & Co. 
Schaffer, Shepherd, 152 West 42nd Street, 
Of Jacob Schaffer. 
Schultz, Louis, 60 East 42nd Street, 
With Klein, Hinds & Finke. 
Seewald, Saul, 60 East 42nd Street. 
Siegel, Jacob H., 659 Rockaway Ave., 
3rooklyn, 
With Cimy Mattress Co., Inc. 
Spicehandler, Ammiel A., 250 West 57th 
Street. 
Staunton, Robert E., 1133 Mercantile 
Building, Rochester. 
Ward, Francis Bernard, 414 Syracuse 
Bldg., Svracuse, 
With Scovell, Wellington & Company. 
Winston, Eugene Leonard, 
1501 Broadway, 


Of Winston & Winston. 


The number of members in the 
Society as of May 1, 1942, is as 
follows: 





NECIIDERS: Ss. eee as ee 3,541 
Associate Members ....... 434 
TROPRES Soncog edn oe 3,975 


HAVE YOU MADE YOUR CONTRIBUTION TO 


THE AMERICAN RED CROSS 
WAR FUND? 
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Women on the StafYt-—How and What 


They Can 


Contribute 


By GERTRUDE Priester, C.P.A. 


O some men in the accounting 


profession, the mere mention of 
the words “women accountants” is 
like waving a red flag in front of a 
bull. Immediately there are protests 
of “It won’t work,” “Clients object,” 
“No firm has women on its staff,” 
“Women cannot be sent on out of 
town assignments,” “Women cannot 
stand the strain,” ete. Are these pro- 
tests really justified or is it the old- 
fashioned idea that woman’s place is 
in the home? 

Facts 

If the above statements are true, 
how was it possible for 180 women to 
obtain C.P.A. certificates in the 
United States? 

1 will admit that there are certain 
states that grant men and women a 
C.P.A. certificate on completion of 
University courses, but in most of 
those States, in order to practice as 
a public accountant, it is necessary 
to obtain a license which requires 
actual experience with a licensed 
firm—and the women have these 
licenses. 

With very few exceptions, the 
women obtained their experience as 
staff accountants in firms comprised 
entirely of men. Many of them did 
not apply for positions as junior ac- 
countants when they started, but ap- 
plied for positions as statistical typ- 
ists or stenographers. By their own 
hard work they were able to over- 
come any doubts in the minds of their 
employers as to their ability to do 
accounting work and were given the 
opportunity to become staff mem- 
bers. Some of these women are now 
active partners in the firms in which 
they started. 


Waldorf-Astoria Hetel, New York. 
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About 50% of the women account- 
ants have established their own ac- 
counting firms, many of them are 
working in City, State and Federal 
Tax Bureaus as field auditors, and 
as staff members of accounting firms, 
and those that are no longer in public 
practice hold executive positions in 
which a complete knowledge of ac- 
counting is essential. 

In New York State there are ap- 
proximately 40 women CPAs and 25 
of them are located in New York 
City. With the exception of about 
4+ of these women, the others all ob- 
tained their experience in firms com- 
prised entirely of men. 

During the last few months, sever- 
al firms that never before employed 
women accountants, have otfered 
positions to women as staff account- 
ants. 


Clients Object 


It would be a gross misstatement 
of fact to say that an accounting firm 
can send out a woman auditor in- 
stead of a man without first advising 
the client—but, it is just as gross a 
misstatement of fact to say that 
clients object when in most cases the 
client has never been approached or 
asked whether he would object to a 
woman auditor. 

The women accountants have found 
no objection on the part of clients, 
because the client is primarily con- 
cerned with the fact that he wants 
his books audited by someone quali- 
fied to do the work. 

If the accounting firm advises the 
client that a woman auditor is being 
sent and that she is fully qualified to 
do his work, instead of objecting, the 
client in most cases will be extremely 


This paper was presented as an address at the April 13th Society meeting at the 
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Women on the Staff—How and What They Can Contribute 


curious to see this rare specimen “the 
woman accountant.” Here rumor 
plays an important part because it 
has been said that a woman who 
studies accounting must of necessity 
be an old lady with no sense of humor 
or any feminine qualities whatsoever. 


Women Cannot Be Sent 


Out of Town 

This is really a pet argument ad- 
vanced by the men, and I agree that 
in some instances it may not be ad- 
visable to send men and women on 
out of town assignments, but there 
are many instances where women 
have been sent on out of town as- 
signments with men, there are women 
working as traveling auditors, and 
it can be done. To overcome any 
objections, and if you really want a 
solution to this problem, why not 
send all women on an out of town 
audit. 


Women Cannot Stand the Strain 

Many statistical records have been 
prepared to refute any statements 
that women cannot stand the strain 
of long hours of work, and any 
woman who enters the accounting 
profession knows the conditions that 
exist and the volume of work re- 
quired. If the woman objects to long 
hours of work, there is simply no 
place for her in this profession. 


Women on the Staff 


The Special Committee on War- 
time Problems has asked all women 
accountants to consider the principal 
difficulties surrounding the employ- 
ment of women as staff members, the 
obstacles that will be confronted and 
the means to be employed for over- 
coming them. 

The women do not consider that 
there are any difficulties surrounding 
their employment as staff members. 
They feel that since they take the 
same courses at the Universities, the 
same Regents examinations, the 
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same State examinations for obtain- 
ing the CPA certificate, their em- 
ployment should be considered on 
the basis of their ability and qualifi- 
cations rather than on the basis of 
whether they are male or female. 

The chief criticisms against the 
employment of women are those that 
have been directed against women as 
a group because of the actions of an 
individual woman. As an instance 
of this, a Professor at a University 
told me that he had asked a friend 
of his to employ a woman because of 
her excellent scholastic record and 
because she wanted to become a 
CPA. The friend employed the wom- 
an but after several months he dis- 
charged her. He then telephoned 
the Professor and said he would 
never employ another woman ac- 
countant. Now, if this man had hired 
a man instead of a woman, and the 
man did not make good, would he 
have said that he would never hire 
another man? 

Many men have asked the ques- 
tion “Why should any woman want 
to become an accountant?” To this 
the only answer is in the form of 
another question—‘Why not?” We 
have been brought up to believe that 
anything is possible in the United 
States and that we have the privilege 
of choosing our life’s work. Should 
the women spend four years in col- 
lege to accept a position as an eleva- 
tor operator in a department store, 
just because some men can’t under- 
stand why women enjoy the study of 
accountancy? There is no difference 
between the mind of a man or 
woman, and if the man finds account- 
ing interesting, why can’t he under- 
stand that the women have the same 
privilege of making up their minds 
as to what they consider interesting. 


How and What the Women Can 
Contribute 


No distinction should be made as 
to what women can contribute but it 
is of the utmost importance to con- 
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sider what we can all do to aid the 
accounting profession in these trou- 
blous times. 

I would like to mention now the 
activities of The American Woman's 
Society of Certified Public Account- 
ants, and what they have accom- 
plished in the past. 

About ten years ago this Society 
was formed by a group of women 
CPAs in Chicago. The women were 
severely criticized for going off into 
a corner by themselves, but this was 
never the intention nor the thought 
in the formation of this Society. 

The very problems that are facing 
you today, breaking down barriers 
to permit women to apply for posi- 
tions as junior accountants, were al- 
ways facing the women, and the 
Society was formed for the purpose, 
among other things, of considering 
the problems applicable to women 
accountants, which could not and 
would not be considered by other 
accounting societies. One of the first 
things the newly formed Society did 
was to contact all women CPAs, to 
find out how they obtained their 
practical experience, and to prepare 
statistics as to the number of women 
accountants in the United States. 
They then made a survey of the posi- 
tions held by women with accounting 
training, and proved that in spite of 
rumors to the contrary, there were in- 
numerable opportunities for women. 
About four years ago, one of our 
members suggested that we form an 
auxiliary group to be known as The 
American Society of Women Ac- 
countants, membership to be re- 
stricted to women actively engaged 
in accounting work, teachers of ac- 
counting, and students of accounting 
who had completed at least two years 
work in a University. Since the 
formation of the auxiliary group, 
active chapters have been organized 
in Indianapolis, Chicago, New York, 
Detroit, Spokane, Los Angeles, Phil- 
adelphia and Terre Haute. It is sur- 
prising what an incentive these 
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groups have been for women to con- 
tinue their accounting studies, and 
many of its members are preparing 
to take the CPA examinations. 

The Society has received many let- 
ters, from various states, in which 
women have appealed to it to help 
them to obtain their experience. In 
some states women were not per- 
mitted to join the State Societies, in 
a University women students were 
refused admission to the Accounting 
Club whose only requisite was high 
scholastic records. There are many 
instances where teachers of account- 
ing attempt to discourage the girls 
from continuing their studies of 
accounting. 

Many of the old-fashioned ideas 
that are being stressed, can be easily 
overcome if the various accounting 
societies will communicate with the 
Universities and inform them of the 
shortage of trained accountants and 
the necessity for encouraging women 
to enter this field. There are many 
women who will welcome the oppor- 
tunity of giving up their present 
positions, and in some cases even 
sacrificing part of their salary, to 
I do not 
mean by this that women will or 
should work cheaper than men, but 
that I sincerely believe many women 
will be available, who have a thor- 
ough knowledge of accounting prin- 
ciples, who will make invaluable 
assistants now, and who can assume 
a good deal of responsibility in the 
very near future. 

Some of the objections raised by 
practicing accountants may be over- 
come by employing women directly 
in the accountants office. However, 
men and women have frequently 
stated that they do not want to be 
assigned to the comparison depart- 
ment, but there is more to be learned 
from reading reports than doing the 
average routine work performed by 
juniors. In fact some of the large 
accounting firms insist that a junior 
serve a year’s apprenticeship in the 
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comparison department before he is 
permitted to go out on an audit. 
Frequently estates and trusts and 
small corporations have their books 
written up and kept up to date in 
the accountants office, there is a 
voluminous amount of tax work to 
be done, and all of these things can 


be done by women—and the client 
will never know whether it was done 
by a man or woman. 

With the problems facing us to- 
day, each person must do his or her 
share. The women are willing to do 
their part, will you give them the 
opportunity ? 











and 
KEEP ’EM 
FLYING 
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The Accounting Profession in War 


By Joun L. Carey 


ITH the United States at war, 

everyone is asking himself 
these questions: “What can I do? 
What should I do?” 

These questions are coming in 
from accountants all over the country 
—accountants of all ages, with de- 
pendents, and without. Put them all 
together, and they reflect the basic 
problem of the accounting profession 
in time of war. 


Conversion to War Effort 


The problem of the accounting pro- 
fession is the nation’s problem—con- 
version to total war. This means 
simply that everyone must, as quick- 
ly as possible, devote his maximum 
energies to work which will help win 
the war—not only military service 
and war production, but also work 
essential to maintain the civilian 
population and preserve the eco- 
nomic structure which must support 
the war effort. Essential civilian ac- 
tivities, in addition to war produc- 
tion, include those providing food, 
clothing, shelter and safety for the 
civilian population, but not those 
merely providing comfort and con- 
venience, according to the latest 
statement of the policy of Selective 
Service, issued March 16th. 

How shall the accounting profes- 
sion convert to war? 

(1) It must release its younger 
members and students for service in 
the armed forces, just as other voca- 
tional groups must do. 

(2) It must make available some 
of its more experienced members for 
service to government war agencies, 
in which their special technical 
ability is needed. 

(3) It must then, despite great 


gaps in its ranks, render necessary 
professional services which will fa- 
cilitate production and efficient oper- 
ation in war industries and in busi- 
nesses essential to wartime civilian 
economy. 

Obviously, the solution of these 
problems requires the most intelli- 
gent possible use of the personnel of 
the accounting profession. There is 
a definitely limited supply of trained 
and experienced accountants in the 
United States. ven before the war, 
even in the depths of the depression, 
there was no visible oversupply of 
good men. 

Karly in the war it became evident 
that organized effort by professional 
societies would be necessary if ac- 
countants were to be used where 
they would do the most good, and if 
serious dislocation of the war effort, 
due to insufficient accounting serv- 
ice, were to be avoided. Of first im- 
portance was the status of account- 
ants under the Selective Service Act. 

Selective Service 

The fundamental theory of the 
Selective Service Act is that every 
man shall serve his country in that 
channel of activity where the nation 
at war will be best served. The de- 
cision as to where each man can best 
serve rests primarily with local draft 
boards, whose sincerity and ability 
are beyond praise, but whose mem- 
bers unfortunately, like much of the 
general public, are often not familiar 
with accounting functions. Some 
draft boards cannot see the relation 
between accounting, and administra- 
tive and financial procedures which 
are absolutely necessary to efficient 
production, transportation, and dis- 
tribution of required materials. 


This paper was presented as an address at the April 13th Society meeting at the Waldorf- 


Astoria Hotel, New York. 
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The Accounting Profession in War 


By last fall many experienced ac- 
countants with excellent qualifica- 
tions, employed in essential work by 
the government, by war industries 
and by public accounting firms, were 
being drafted into the Army and 
could not be replaced by others 
equally competent. 

In February, after a good deal of 
preliminary discussion, committees 
of the National Association of Cost 
Accountants and the American In- 


stitute of Accountants joined in a 
study which satisfied them that a 
serious shortage of essential account- 
ants existed, and that the shortage 
would have an unfavorable effect on 
the war effort. Accordingly the two 
committees, on March 6th, requested 
Selective Service headquarters to 
issue a bulletin to local draft author- 
ities, suggesting that accountants 
qualified to perform essential work— 
and presently engaged in essential 
work—be permitted to stay where 
they were. The communication to 
Selective Service was printed in THE 
JOURNAL OF AccouNTANCY for April. 

The accounting organizations were 
not seeking blanket deferment of ac- 
countants as such, nor even defer- 
ment of well qualified accountants 
not engaged in essential work. Ac- 
tually no special consideration of 
any kind was requested, but only the 
consideration that normally would 
be given under the terms of the 
Selective Service Act if draft boards 
generally recognized that accounting 
is vital to the war effort—in control 
of government expenditures, collec- 
tion of government revenues, and co- 
ordination of industrial production 
facilities. Conferences with repre- 
sentatives of Selective Service and 
numerous other government agen- 
cies, including Civil Service, con- 
vinced our commitees that the gov- 
ernment itself saw no impropriety in 
the request that trained accountants 
be employed where their skill could 
be used to the nation’s best advan- 
tage. In fact, many government 
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representatives expressed complete 
sympathy with this effort. 

Selective Service headquarters have 
not yet issued a final decision on the 
request of the accounting organiza- 
tions, but recent discussions at 
Washington encourage the hope that 
some kind of bulletin on accounting 
will appear reasonably soon. 

There can be no reasonable expec- 
tation, however, that able-bodied ac- 
countants of military age, without 
dependents, will be deferred unless 
they are sufficiently experienced to 
be regarded as “necessary men” and 
are engaged in work essential to the 
war effort—in the employ of govern- 
ment war agencies, business con- 
cerns with war contracts, other es- 
sential business or public account- 
ants regularly serving such con- 
cerns. A public accountant classed 
1A, no matter how execellent his 
qualifications, will probably not be 
deferred if he serves. principally 
clients in nonessential business—and 
the government’s concept of what is 
essential is narrowing very rapidly. 

There is a government agency 
whose principal purpose is the utili- 
zation of professional men, and other 
technicians, where they can do the 
most good—the National Roster of 
Scientific and Specialized Personnel, 
established by the National Resources 
Planning Board, a branch of the Ex- 
ecutive Office of the President. The 
Institute has cooperated closely with 
this body ever since last spring in 
consideration of the problem of us- 
ing accountants where they could be 
of greatest service. The Roster is 
based on questionnaires sent to indi- 
viduals with technical, scientific, and 
professional training, and those who 
administer it try to do these things: 
(1) advise Selective Service with re- 
gard to individuals believed to be 
essential in civilian pursuits; (2) 
provide the Adjutant General of the 
Army with information to help him 
judge the military duties for which 
soldiers with technical training seem 
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best qualified; (3) provide govern- 
ment agencies with the names of 
specialists qualified for various spe- 
cial services. The professional and 
scientific qualifications of account- 
ants and other professional men who 
registered for selective service on 
February 16th will be analyzed by 
the National Roster. 


The Recruiting Job 


So much for problem No. 1: the 
release of younger members of the 
profession for service in the armed 
forces, while preventing waste of ac- 
counting skill needed in essential 
war work. Problem No. 2 is the re- 
cruiting job, the job of assisting gov- 
ernment war agencies to obtain men 
qualified to do accounting work 
necessary to efficient prosecution of 
the war. In order to render the 
maximum service in this direction, 
Institute representatives last fall per- 
sonally interviewed principal account- 
ing officers in the Army, Navy, Mari- 
time Commission, Defense Plant 
Corporation, O.P.M. (now War Pro- 
duction Board), Office of Price Ad- 
ministration, Federal Bureau of In- 
vestigation and the Civil Service 
Commission. Channels of communi- 
cation have been established between 
all these agencies and the Institute, 
through which accountants available 
for war work have been referred to 
the most appropriate agencies at the 
most appropriate times. All these 
organizations need accountants at 
times, but they are reluctant to per- 
mit public announcements of their 
needs for fear they will be deluged 
with applicants without the required 
qualifications. Their needs vary from 
time to time. Different types of men 
are required at different times and by 
the different agencies. Certain types 
of experience are more valuable to 
some agencies than to others. 

The question frequently arises as 
to how an accountant may obtain a 
commission in the Army or the 
Navy. Some commissions have been 
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granted to accountants in both servy- 
ices, but the number is comparatively 
small. Some men have been selected 
because of their particular qualifica- 
tions to fill key jobs, and have been 
commissioned because they could do 
their particular jobs better if they 
held military rank. 

In the Army, however, it has been 
stated that the general rule (to which 
there are occasional exceptions) is 
not to grant commissions to civilians 
of combat age. Actually, within the 
organization of the Army itself there 
is very little work which requires 
the training or experience of a cer- 
tified public accountant. The finan- 
cial and administrative functions 
have been developed over a long 
period of years, have become largely 
routine, and are carried out by spe- 
cially trained officers. An officer of 
the Ordance Department, writing in 
response to the Institute’s inquiry 
about commissions in that depart- 
ment, said: “A man who has had 
broad experience in public auditing 
and cost accounting undoubtedly has 
the mental ability to take the course 
but there is little opportunity of his 
continuing the type of work carried 
on in his civilian occupation.” 

The regular channel through which 
civilians can obtain commissions in 
the Army is to enlist or to be in- 
ducted as privates and then, after 
three months’ preliminary training, 
apply for admission to Officer Candi- 
date School. If judged to have 
capacity for leadership and other 
requisite qualities, they can choose, 
within limits, the branch of the serv- 
ice they desire, and if they are suc- 
cessful in passing the course they 
may be commissioned in less than a 
year. Secretary Stimson has stated 
that accounting is one of the sub- 
jects in which experience is recog- 
nized as of value to candidates for 
officer training. It has been an- 
nounced that men presently deferred 
because of dependents may enlist in 
the Army with provision that if they 
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are not successful in securing a com- 
mission through Officer Candidate 
School they may be returned to 
civilian life. 

An organization known as _ the 
Army Specialist Corps has recently 
been created with the following ob- 
jectives, as stated by Dwight F. 
Davis, Director General, in response 
to an inquiry by the Institute: 

(1) To enroll and assign to agen- 
cies of the War Department skilled 
individuals possessing certain pro- 
fessional, scientific, technical, and 
administrative qualifications ; 

(2) To utilize these individuals 
where they can render the greatest 
service, relieving military personnel 
for command and combat duties ; 

(3) To utilize as consultants on a 
temporary or part-time basis such 
professional and other specialists as 
may be required by the Army; 

(4) To enable the War Depart- 
ment to use the services of persons 
who are not eligible for active duty, 
through age or physical disability ; 
and to accomplish certain other ob- 
jectives. 

Members of the Corps may be as- 
signed to special duties even in battle 
areas. There will be a special uni- 
form for the Corps, the wearing of 
which will not be compulsory, except 
in the field. 

It has been reported that Congress 
has recently submitted certain re- 
strictions on appropriations which 
make operation of the Army Special- 
ist Corps doubtful until funds are ap- 
propriated for that specific purpose. 

Word has been received unoffi- 
cially that several accountants have 
secured commissions in the Army 
Specialist Corps. 

From time to time and in limited 
numbers, well qualified accountants 
With experience in industrial ac- 
counting and a knowledge of costs 
have been granted commissions in 
the United States Naval Reserve, 
Supply Corps, to act as cost-inspec- 
tion officers in the review of ac- 
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counts of contractors with the Navy 
on a cost-plus-a-fixed-fee basis. I 
know of no other channel through 
which accountants as such may ob- 
tain commissions in the Navy. 

However, accounting experience 
may be useful in obtaining commis- 
sions in other branches of the serv- 
ice. For example, the rapid expan- 
sion of the Navy has lead to increas- 
ing demand for supply officers on 
war vessels and at naval bases and 
aviation fields outside this country. 
It is believed that certified public 
accountants who desire active duty 
can render signal service in this and 
similar capacities. 

To sum up, it is not easy for an ac- 
countant, as an accountant, to obtain 
a commission in either of the armed 
services, because the demand for ac- 
counting or auditing work within 
the services is not very extensive. 
However, accounting experience, 
plus qualities of leadership and ad- 
ministrative ability, may be very 
useful in securing a commission in 
various branches of the services. 


Auditing Costs of Contractors 


The one place when great numbers 
of accountants are directly employed 
in war work is in the audit of costs of 
war contractors. This work is done 
by civilian auditors, though in large 
measure under military supervision. 
In the three months following the 
Pearl Harbor attack Congress made 
available over 72 billions of dollars 
for the procurement of war mate- 
rials. The total since June, 1940, is 
nearly 137 billions. Cost-plus-a- 
fixed-fee contracts account for a very 
substantial proportion of the con- 
tracts already let, and this type of 
contract requires careful check of 
actual costs incurred by the con- 
tractor. The Second War Powers 
Act authorizes the government to 
audit the costs of any and all con- 
tractors with the government, on a 
cost-plus-a-fixed-fee basis or other- 
wise. 
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This auditing of costs is not the 
same as commercial auditing, but 
consists to a large extent of check- 
ing payrolls and invoices to verify 
actual expenses. Under the present 
requirements of the Comptroller 
General it is performed largely by 
government employees, and consists 
of fairly detailed checks, rather than 
testing and sampling. Consequently 
large numbers of employees are 
necessary. 

Thousands of civilian auditors are 
now engaged in this work. They 
are employed under Civil Service 
(well qualified accountants now ob- 
tain Civil Service rating without ex- 
amination). The audit force work- 
ing on Army construction projects 
alone was estimated some months 
ago at more than 10,000 men. The 
Corps of Engineers, the Ordnance 
Department, and the Air Corps of 
the Army, as well as the Navy Bu- 
reau of Supplies and Accounts, the 
Maritime Commission, and the De- 
fense Plant Corporation maintain 
sizable staffs of civilian auditors. In 
addition, accountants are utilized in 
various capacities by the War Pro- 
duction Board, the Office of Price 
Administration, and the Federal 
Bureau of Investigation, as investi- 
gators, analysts or consultants on 
various problems. The numbers of 
accountants employed by these latter 
agencies, however, are compara- 
tively small. 

On April 10th, the President of the 
United States issued an executive 
order, under the Second War Powers 
Act, designating six government war 
agencies to inspect plants, and to 
audit books and records of firms with 
war contracts, to prevent accumula- 
tion of unreasonable profits, to avoid 
waste of government money, and to 
implement measures to prevent price 
rises and inflation. 

This is an entirely new develop- 
ment, and there is no information 
now available as to just how the 
order will be administered. It seems 
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reasonable to assume, however, that 
any great extension of field auditing 
by the staffs of the war agencies 
would be very difficult in view of 
the present heavy burden of auditing 
costs which they already assume, 
and the increasingly acute shortage 
of trained and experienced account- 
ants. 

Audits of the type indicated by the 
President’s executive order would be 
of little value unless conducted by 
intelligent and experienced account- 
ants. Routine checks would hardly 
reveal the information desired. 

A possible solution would be for 
the war agencies to utilize the skill 
of independent professional certified 
public accountants in undertaking 
this new work required by the 
President. 

The use of existing organizations, 
experienced in this type of work, 
would doubtless be more expedi- 
tious, more efficient, and more eco- 
nomical to the government than the 
creation of additional auditing staffs 
in the war agencies to discharge the 
new responsibilities. 


The Job of Those Who 
Stay at Home 


So much for problems 1 and 2, the 
allocation of accounting personnel 
for use where it will do the most 
good, and the recruiting of account- 
ants needed by war agencies. The 
third major problem is that of those 
who stay at home and must continue 
to perform certain essential services 
for business. It is not too much to 
say that financial and business op- 
erations of the country would prob- 
ably bog down completely if all 
accountants went to war. Taxes 
must continue to be paid, companies 
must continue to render financial 
reports to stockholders, banks will 
continue to demand audits for credit 
purposes, financial and cost accounts 
will continue to be necessary to the 
operation of essential business. A 
certified public accountant recently 
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said that one of his clients, who had 
just received an important war con- 
tract, had demanded accounting 
service at the very height of the 
busy season, saying that he simply 
couldn’t get into production until 
the certified public accountant could 
organize an adequate cost system 
and train a staff to administer it. 

With the exception of a compara- 
tively few important administrative 
positions which prominent members 
of the profession have been called 
upon to fill, the accounting and au- 
diting work required by the war 
agencies, despite its unquestionable 
importance, does not seem to require 
the maximum knowledge, skill, ex- 
perience, resourcefulness, and con- 
structive ability ordinarily possessed 
by mature accountants who have 
achieved the rank of partner of an 
accounting firm. There is consid- 
erable weight in the argument that 
mature accountants who have at- 
tained the status of principal will, for 
the most part, be of greatest service 
to the war effort and to the nation as 
a whole by continuing to carry on 
their practices. In order to meet the 
increasing demands with reduced 
staff personnel, it is entirely possible 
that they may have to reduce non- 
essential work. For example, ac- 
counting services to golf clubs may 
have to be curtailed. Even to render 
essential services accounting firms 
may have to find replacements for 
their staffs among women and older 
men whose training can be adapted 
to accounting work. They may have 
to help each other by lending staff 
men, and perhaps even lending them- 
selves, to fellow practitioners con- 
fronted with demands which they 
cannot meet alone. They will have 
to do everything possible to spread 
the work, by fostering adoption of 
the natural business year, seeking 
extensics of time for filing reports 
to governmental bodies, and doing as 
much audit work as possible in in- 
terim periods. 


1942 


Cooperation in Solving 
War Problems 


You will agree, I think, that the 
profession is fortunate in facing 
these new and serious problems with 
one national organization enjoying 
close working relations with all the 
state societies. Since the merger of 
the American Society and the Insti- 
tute in 1936, close cooperation be- 
tween state and national bodies has 
been maintained through the Advi- 
sory Council of State Society Presi- 
dents. The organization of profes- 
sional certified public accountants 
throughout the country is more 
tightly knit than ever before. The 
machinery for clearing information 
promptly and uniting the efforts of 
all the professional accounting 
groups is in good working order. 

The function of the American In- 
stitute of Accountants as the national 
organization is, among other things, 
to maintain close relations with Fed- 
eral Government agencies and other 
national organizations; and to serve 
as an information clearing house 
through which the state societies 
may be promptly informed of all 
matters which affect their interests. 
It is also the Institute’s duty to sug- 
gest procedures to facilitate united 
effort by all the state socities. 

In the last analysis, however, it is 
the state society which must make 
hopes come true in each community. 
Only the state society, for example, 
can reach the business public in each 
community effectively and promptly. 
State society meetings afford the 
readiest opportunity of transmitting 
important information to individual 
certified public accountants in each 
community. When plans are to be 
put into actual operation all over the 
United States, the job cannot be 
done without the help of the state 
societies. 

In attacking wartime problems, 
for example, the Institute, with in- 
formation largely furnished by state 
societies, has made representations 
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to Selective Service headquarters on 
the use of accountants in war. If its 
suggestions are adopted, the state 
societies should cooperate with the 
Selective Service occupational ad- 
visors in each area in carrying out 
these recommendations. 

The Institute has surveyed the 
needs of war agencies for accounting 
personnel and can suggest the most 
appropriate agencies to which indi- 
viduals may apply, but it is the state 
societies which should compile lists 
of accountants available for such 
work, and maintain contact with 
local representatives of Army, Navy, 
and other war agencies. 

The Institute has just released 
promotional literature designed to 
encourage adoption of the natural 
business year, together with a pro- 
gram of education in this field. Dis- 
tribution of the literature and the 
carrying out of the program must 
be undertaken by the state societies 
if it is to be wholly successful. 

The Institute has already referred 
to all the other state societies, the 
program of the committee on war- 
time problems of the New York 
State Society, and has recommended 
that each society appoint a similar 
committee with a similar program. 


Conclusion 


No discussion of wartime account- 
ing problems would be complete 
without reference to the splendid 
contributions already made by many 
members of the profession. Many 


accountants and accounting students 
have joined the fighting forces. 
Many members of the profession are 
in the civilian war agencies. The 
president of the Institute, Norman 
Loyall McLaren, and the president 
of the New York State Society, 
Andrew Stewart, have been com- 
missioned as officers of the Navy and 
Army, respectively. Brigadier Gen- 
eral Arthur H. Carter, a past presi- 
dent of the New York State Society 
and a former vice president of the 
Institute, stands at the head of the 
entire financial and budgetary ad- 
ministration of the Army. George 
P. Auld, a distinguished member of 
both societies, is serving as Chief of 
the Cost and Audit Branch of the 
Office of Procurement and Material, 
Navy Department. C. Oliver Well- 
ington, immediate past president of 
the Institute and a prominent mem- 
ber of the New York State Society, 
has served in the O.P.M. organiza- 
tion and is at present heading a spe- 
cial advisory committee to the 
W.P.B. Eric A. Camman, Maurice 
FE. Peloubet and Dr. Thomas H. Sand- 
ers, now hold posts in the War Pro- 
duction Board. Professor Herbert 
F. Taggart, certified public account- 
ant, holds a high position in the Office 
of Price Administration. Many other 
accountants, too numerous to men- 
tion, are serving efficiently in im- 
portant posts. 

The profession is fortunate in its 
leadership, and will find these ex- 
amples encouraging in attacking its 
three-fold war problem. 


REMEMBER PEARL HARBOR! 


BUY DEFENSE BONDS 
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The Accountant and the Production 
Requirements Plan 


This article has been prepared for the Society’s Special Committee on Wartime Problems 
following discussion with officials of the Production Requirements Branch of the War Pro- 


duction Board. 


Up to the present time account- 
ants have not taken any great part 
in the preparation of applications 
and records under the Priority Sys- 
tem. The rapid growth of priorities 
suggests that this situation will 
change. This change will be rapid 
or slow depending on the attitude 
of the accountants themselves. In 
considering the present priority sys- 
tem, it would appear that the ac- 
countant can be of greatest service 
to his client and the war program 
by familiarizing himself with the 
Production Requirements Plan. 

The Production Requirements Plan 
is assuming more and more impor- 
tance in the priorities’ picture. Mr. 
J. S. Knowlson, Director of Industry 
Operations of the War Production 
Board, has recently indicated that 
manufacturers in virtually every in- 
dustry would soon find that no other 
method of obtaining materials would 
be available to them to meet their 
material requirements. The speed 
and enthusiasm with which this 
change is being made suggests strongly 
that the use of this Plan will become 
more and more widespread as time 
goes on. 

The Production Requirements Plan 
is particularly suitable to the ac- 
counting approach because it is in 
essence an historical approach to 
future requirements. The applica- 
tion, under this Plan, requires analy- 
sis of considerable financial and sta- 
tistical data, and the careful prepara- 
tion of budgets. It is in these fields 
that the accountant is peculiarly 
qualified. 

It would be impossible to describe, 
in a short space, the entire opera- 
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tion of the Production Requirements 
Plan. It should be pointed out, how- 
ever, that the instructions which ac- 
company the Form are easily under- 
standable to the average accountant. 
If the accountant’s only function 
were in interpreting the instructions, 
his part would indeed be small, but 
this part of the work should not be 
overlooked. However, the account- 
ant will presumably have an oppor- 
tunity to help a.number of clients 
in making out their applications and 
through practice will be able to 
understand the instructions better 
than any individual manufacturer 
will be able to do. Furthermore, if 
there are points on which he needs 
guidance, he will be able to carry 
any information he gains from one 
client to the next. The main duties 
of the accountant will be to acquaint 
and help the manufacturer in pre- 
paring the necessary figures in the 
shortest and most accurate way. 
The first figures called for on the 
PRP application are sales figures 
for recent quarters broken down by 
products. Almost all companies will 
be found to have some type of sales 
breakdown by product, but in very 
many cases it will be a statistical 
breakdown which will not be based 
on the same total sales figure as is 
contained in the financial records for 
the period. Obviously, the total of 
this breakdown should equal the ad- 
justed book sales figure or should 
reconcile to it. This reconciliation 
will, in many cases, be made more 
difficult because of the fact that the 
sales which are consolidated for a 
company will be shown on several 
applications; each one for an indi- 
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vidual product, department, or plant. 
It will also be necessary to eliminate 
sales involving labor and overhead 
only where materials are supplied 
a customer and, in some cases, it 
will be desirable to eliminate sales 
of items which the manufacturer ac- 
cepts as a distributor but does not 
fabricate himself. The accountant 
will usually find that transferring 
the statistical breakdown to a veri- 
fied total will present interesting 
problems—but ones with which he 
will find himself well fitted to cope. 
A problem which will arise occa- 
sionally is the tendency of certain 
manufacturers to base their product 
breakdown on incoming orders, ac- 
cepted orders, or orders put into pro- 
duction, whereas their book sales 
figures are, of course, based on ship- 
ments. This problem can be solved 
by a percentage reconciliation. 

The next section of the Production 
Requirements Plan application re- 
quires an analysis of shipments by 
priority ratings. In the cases of com- 
panies who manufacture more than 
one product (and these products are 
of widely differing importance in 
the war effort), the analysis of sales 
by priority rating may have to be 
by product. Again the accountant 
can be of considerable service in 
setting up a practical method of 
doing this work in such a way that 
the totals will reconcile to book fig- 
ures. Various methods are available, 
ranging from columnar scratch paper 
to a tabulating setup. It should be 
pointed out that sales are already 
analyzed by product, (as described 
herein above) and will also have to 
be analyzed by industry or end use. 
This suggests the possibility of vari- 
ous mechanized systems, depending 
on the size of the company, includ- 
ing the possibility of using extra 
copies of sales invoices to be gathered 
and sorted in each of three ways for 
accumulation on adding machines. 
The mechanized system might be 
the posting of all such transactions 
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on a bookkeeping machine in which the 
columns represented priority ratings; 
the original record covered one prod- 
uct only and the duplicate covered 
one industry only and the triplicate 
was the usual chronological journal. 
The other method is to sort the extra 
copy of the invoices in each of three 
ways and, subsequently, make an 
adding machine tape run of each 
grouping. The adding machine tapes 
could be labeled and retained as a 
complete record of the work done 
and the summaries of the three 
breakdowns would have to reconcile. 

The analysis by industry or end 
use has just been mentioned. This 
breakdown is one which many com- 
panies will not have and may en- 
counter some difficulty in obtaining 
a method of approach. The account- 
ant should be able to suggest appro- 
priate reference books to determine 
the industry in which certain cus- 
tomers are, and will be able to de- 
termine to what extent an industrial 
breakdown is possible from the prod- 
uct itself. A number of companies 
have stated that they are unable to 
break their product down by in- 
dustry because of their methods of 
distribution, but discussion has brought 
out the fact that the product itself 
was labeled to appeal to a certain 
trade, was listed in the catalogue 
as being especially designed for a 
specific trade or was identified as 
to trade by the jobbing channels 
through which it was distributed. 

The following pages of the PRP 
application deal with materials in 
the form purchased by the applicant. 
The figures called for can ordinarily 
be obtained from perpetual inven- 
tory records. If the company has 
such a perpetual inventory record, 
it is likely that the accountant can 
be of considerable help in showing 
them how such cards can be sum- 
marized. If the company has no 
perpetual inventory records, it may 
be that they will wish to establish 
them and the accountant can sug- 
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gest various systems for doing this. 
In other cases they will not wish to 
install perpetual inventory records 
and the accountant will again have 
the task of reconstructing these fig- 
ures from available data, such as 
purchase invoices, purchase requisi- 
tions, physical inventories and pro- 
duction orders. In this case the 
method will be to inquire as to what 
data is available and this will include 
Purchase Department records, Stock 
Room requisitions, Production Or- 
ders, and any special inventory that 
may have been taken of a particular 
product for a particular reason. 
Possibly the most important con- 
tribution which the accountant can 
make, and it affects the records in 
which the manufacturer appears to 
be weakest, is the control of pur- 
chases under preference ratings au- 
thorized by the Production Require- 
ments Plan. It is absolutely essen- 
tial that a company to whom a cer- 
tain quantity of materials has been 
authorized, on a certain rating, main- 
tain an adequate control to preclude 
placing orders for a greater quantity 
without being aware of it. It should 
be pointed out in this connection 
that a great many of the authoriza- 
tions to apply ratings under the 
Production Requirements Plan spe- 
cify more than one rating, and a 
percentage of the authorized quan- 
tity is allowed on each of the several 
ratings. This percentage applies to 
each material listed. It is therefore 
important that the amount of each 
material ordered on each rating be 
carefully controlled in order to pre- 
vent over-purchasing and_ conse- 
quent penalties. Many types of con- 
trol are possible but an extremely 
simple one is a diminishing balance 
control setup like a ledger (prefer- 
ably loose-leaf) on which all pur- 
chase orders must be entered before 
they are placed. If the balance has 
disappeared, there is no further au- 
thority to place orders under Pref- 
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erence Ratings. Such a sheet might 
have a heading showing the descrip- 
tion of the material and the rating 
under which it was being ordered. 
It might have five columns, includ- 
ing a date column, a purchase order 
number column, a vendor column, 
an amount column, and an unused 
balance column. The first line would 
show the total quantity authorized 
to be purchased under this rating in 
column five, and the other columns 
would be blank. If five ratings ap- 
ply to a single material, it would be 
possible to run five balance columns 
on the same card and include a col- 
umn to indicate the rating on the 
Purchase Order. Actually only the 
Purchase Order number and _ the 
Balance Columns are required for 
verification purposes, but the other 
three columns will be of great aid 
in tracing any errors which might 
occur. The number of ways that 
authorizations can be controlled is 
as great as the number in which use 
of open-to-buy can be controlled. 

The above paragraphs are very far 
from a full explanation of the opera- 
tion of the Production Requirements 
Plan, but are an indication of the 
contribution of the accountant to 
the successful operation of his client 
under the Plan. They should be 
enough to indicate the general posi- 
tion of the accountant in this work 
and why he has an interest in it. 

In general it may be said that the 
clarity of thinking of the accountant, 
plus his familiarity with all types of 
figure work and systems, will be in- 
valuable to his client in solving his 
priority problems. Furthermore, his 
systematic approach to all figures on 
the basis that they must have a defi- 
nite relation to the financial state- 
ment, will be of considerable help. 
Needless to say, the accountant who 
is able to help his client obtain mate- 
rials for use in the war effort, will 
be contributing directly toward that 
effort. 
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Report on Proposed Internal Revenue 
Administrative Code 


On April 15, 1942, the Committee on Fed- 
eral Taxation submitted the following letter 
on the Proposed Iniernal Revenue Adminis- 
trative Code to the Commissioner of Internal 
Revenue: 


Honorable Guy T. Helvering, 

Commissioner of oe Revenue 
Washington, D. 

Attention of a P. Wenchel, Chief Counsel 


Dear Sir: 

A review has been made of the proposed 
Administrative Code as _ promulgated 
through the Government Printing Office 
by the Commissioner of Internal Revenue 
and the Secretary of the Treasury with an 
introduction dated May 2, 1941. 

The introduction to the proposed Code 
contains the following sentence: 

“Although this Code would make such 
changes in existing law as are necessary 
to its purpose, it does not propose any 
fundamental changes in administrative 
procedures or devices which have been 
developed throughout the years, for such 
matters of tax policy are outside its 
scope.” 

Although the above-quoted sentence 
might give the impression that the changes 
made by the proposed Code in the existing 
law are only incidental to its arrangement, 
it has been noted that a number of sub- 
stantive changes are included. It is the 
opinion of this committee that substantive 
changes in the law should not be attempted 
in the course of codification and would 
more properly be the subject of a separate 
bill or at least should be definitely segre- 
gated, earmarked and explained in sub- 
mitting the Code to Congress. 

To the extent that the proposed Code 
offers substantive changes in the adminis- 
trative provisions of the tax law it opens 
up a much bigger field than that of mere 
codification. 

It is not our purpose to discuss at length 
changes which might or might not be de- 
sirable in the administrative provisions. 
We do, however, comment on a number 
of the substantive changes and call atten- 
tion to some of the possible dangers lurk- 
ing in them. 
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Section 2001 
Section 2052 

These sections mention specific personal 
exemptions and withholding rates respec- 
tively. The amounts and rates have al- 
ready been changed in the Internal Rey- 
enue Code. One purpose of the proposed 
Administrative Code is permanency. Ac- 
cordingly in order to avoid the need for 
frequent amendment amounts and rates 
should be incorporated therein not spe- 
cifically but only by reference to the Inter- 
nal Revenue Code. 


Section 2019 

This section imposes a personal obliga- 
tion on the president or chief executive 
officer of every corporation with respect 
to all returns or statements required under 
the Code or the related regulations. The 
necessity or wisdom of such a provision 
appears highly doubtful. 


Section 2053 (c) 

This subsection would extend to citizens 
the requirement now applicable only to 
aliens that a taxpayer may not depart from 
the United States without first procuring a 
certificate that he has complied with all his 
income tax obligations. It appears unfair 
to impose upon citizens a requirement not 
previously called for upon departure from 
the United States. 


Section 2530 

This section relieves the Commissionet 
of the burden of proof in transferee pro- 
ceedings in cases where either the trans- 
feree or the transferor is a foreign tax- 
payer, in cases where there is no appear- 
ance on behalf of the petitioner when the 
case is called for hearing before the Board 
of Tax Appeals and in cases where the value 
of the property transferred is at issue. 
These are material changes in the law 
which might subject taxpayers to unduly 
onerous and expensive proceedings. 


Section 2604 

Subsection (b) provides that if the Com- 
missioner has mailed a notice of deficiency 
and the taxpayer duly files a petition, the 
Commissioner shall have no right with re- 
spect to the same tax to determine any addi- 
tional deficiency for the same taxable year. 
The italicized words have been added. 
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Under present conditions they appear to 
be ambiguous since it is not clear whether 
the excess profits tax would be deemed to 
be a different tax from the income tax. 
Furthermore a question might arise as to 
whether the present corporate surtax is a 
different tax from either the normal tax 
or the excess profits tax within the mean- 
ing of this proposed provision. 


Section 2605 (d) 
Section 2606 (b) 
Section 2701 
Section 2703 
Section 2801 

These sections would make the law more 
severe with respect to estate taxes in such 
matters as the time allowable for making 
payment, the rate of interest on deferred 
payments, the time allowed for claiming 
refund, and the imposition of penalties. In 
view of the difficulties often encountered 
in the administration of estates, whether 
large or of only moderate size, due to the 
state of the decedent’s affairs at the time 
of death and often due to circumstances 
beyond the control of either the decedent 
or the executor or administrator, it appears 
to be unsound policy to eliminate such 
leniency in estate tax procedure as the law 
now permits, especially at a time when the 
tax rates are becoming more and more 
severe. 


Section 2610 

This section is headed “AppITIONS TO THE 
TAX IN CASE OF DEFICIENCY,” but’ does not 
deal with all such additions. For instance, 
it does not cover interest or delinquency. 
Apparently, the draftsmen attempted to 
avoid the use of the word “penalties” in 
this Code except in reference to penalties 
for crimes, but some attorneys are of the 
opinion that additions for negligence, fraud 
and delinquency are civil penalties. It is 
our understanding that under the rules of 
statutory construction provisions with re- 
spect to penalties must be strictly con- 
strued, which may be the reason for the 
language chosen by the draftsmen. Ignor- 
ing the question of the worthiness of the 
draftsmen’s intentions, however, our point 
is that the heading of the section is mis- 
leading. 


Section 2614 (b) 

This section would extend the time for 
assessments if the taxpayer has secured an 
extension of time for payment. We see no 
relationship between one and the other. 
If it is geared to the fact that refunds are 
related to payment, then there should be 
adopted all the way through an arrange- 
ment whereby assessment periods and re- 
fund periods are always the same. 
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Section 3805 (c) 

This section prevents the statute of limi- 
tations from running if a return is not filed 
on time. This change in the law would 
be most unjust. Late filing, when a rea- 
sonable cause is shown, does not warrant 
any such punishment. 


Section 4021 
Section 4025 

These sections permit the Commissioner 
to investigate books and witnesses “with- 
out regard to any statutory period of limi- 
tation for the assessment or collection of 
any internal revenue tax” and they remove 
the present requirement that before mak- 
ing an examination with respect to a tax- 
able year with respect to which the statute 
of limitations has run the Commissioner 
must certify that he has reason to believe 
that fraud exists or that the examination 
is necessary and the rule that only one 
inspection may be made for each taxable 
year unlss the taxpayer requests otherwise 
or unless the Commissioner, after investi- 
gation, notifies the taxpayer in writing that 
an additional inspection is necessary. These 
changes might be unduly harsh in operation. 


Section 4155 

This section is a new provision and 
would give the United States a wide-open 
choice of remedies in the enforcement of 
taxes, penalties, etc., in that any action 
taken by or on behalf of the United States 
would not constitute an election to pursue 
any remedy to the exclusion of any other. 
While the explanation given in Part II of 
the Appendix to the proposed Code is that 
the: provision should tend to discourage 
litigation, it appears that it would be liable 
to have the opposite effect. 


Section 4233 

This section relates to penalties and 
provides a specific penalty in case of 
unwillful failure to file returns, pay tax, etc. 
In view of the numerous requirements and 
frequent changes of the tax laws and regu- 
lations it appears unfair to impose a sub- 
stantial penalty on inadvertent omissions. 
As to willful acts, it provides in part as 
follows: 

“Any person who willfully— 

(1) Failure to file return, pay tax, etc.— 
Fails to file any return, keep any 
record, supply any information, or 
pay, collect, or account for any tax, 
as required by this Code or regula- 
tions made thereunder 

(2) Execution or disclosure of false 
return or other instrument.—Pre- 
pares, executes, presents, or dis- 
closes to any internal revenue offi- 
cer or employee, any false or 
fraudulent return, affidavit, claim, 
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account, statement, bond, entry, 
permit, or document, required by 
this Code or regulations made 
thereunder; 

(3) Assistance in execution or disclo- 
sure or false return or other in- 
strument.—Aids or assists in, or 
procures, counsels, advises, the 
preparation, execution, presenta- 
tion or disclosure of any instrument 
referred to in paragraph (2), 
whether or not such falsity or fraud 
is with the knowledge or consent 
of the person authorized or -re- 
quired to present or disclose such 
instrument: 

* * * * x 

“shall, in addition to other penalties pro- 

vided by this Code, be fined not more 

than $10,000 or imprisoned not more 
than five years, or both.” 


In the above it appears that the word 
“disclose” is used in the sense of “produce” 
but the language is still not entirely clear. 
It also seems that the final clause (com- 
mencing with the word ‘“whether”) in 
paragraph (3) above might be so construed 
as to impose an unbearable burden on pro- 
fessional accountants and lawyers as well 
as on employees of the taxpayer. Alto- 
gether, the changes in the law by this sec- 
tion appear to be unduly onerous. 

In conclusion, we may add that the pro- 
posal of changes in the administrative pro- 
visions of the Code now comes at a most 
inopportune time, The structure and rates 
in the Federal tax law have recently been 
changed again and again and, due to war, 
further changes are imminent. Such tech- 
nical subjects as the administrative provi- 
sions should only be revised and codified 
when those concerned have ample time to 
study the matter in detail. 

Respectfully submitted, 
F. P. Byerty, Acting Chairman 
CoMMITTEE ON FEDERAL TAXATION 





Problems on 1941 Income Tax 
Returns 


On March 2, 1942, at the Engineering Audi- 
torium, the Committee on Iederal Taxation 
held the fourth of its monthly meetings de- 
signed for the purpose of enabling the mem- 
bership of the Society to participate more 
fully in a discussion of federal tax problems. 
This meeting was also the regular monthly 
meeting of the Society. 

Leslie Mills, Vice-Chairman of the Com- 
mittee, who acted as Chairman of the mee verge 
prepared and presented the general statement 
and discussion of the subject. J. S. Seidman, 
Chairman of the Committee, again detailed 
the general plan under which the prograin 
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was designed to function, which plan has been 
adhered to. Questions presented prior to and 
at the meeting were answered by Messrs. 
Seidman and Mills and by three other mem- 
bers of the Committee especially designated, 
William R. McNamara, Charles Meyer and 
Vincent H. Maloney. 

This article and discussion must be regarded 
as expressions of personal opinion by the 
Committee members, and not ne official state- 
ment of the Society or of the Committee on 
Iederal Taxation. 


Notre: Although the due date for filing 
calendar year returns is now past, the 
meeting took place in good time before 
March 15th, and therefore the paper read 
by Mr. Mills is altered only in slight 
particulars. The paper is still relevant io 
fiscal year returns and to calendar year 
returns for which extensions were secured 
and, of course, it may apply to amended 
returns and to other situations. 


The meeting is, as usual, primarily a ques- 
tion-answer forum, to give such help as we 
can on specific problems presented by mem- 
bers of the Society. 

The meeting is devoted to problems on 
income tax returns for years beginning in 
1941 as problems on excess profits taxes 
were considered at last month’s' meeting. 
This session must, therefore, be confined 
strictly to income tax questions. 

Since we are in the period between the 
actual happenings and the reporting of them, 
the various measures of control of income and 
deductions, form of organization, and so 
forth, are in general no longer available. 
However, there are still some considerations 
which should be noted. 

First, as to filing returns: I give you the 
regular annual warning to watch out for 
liability for filing personal holding company 
returns. Each year some companies realize 
too late that they have joined the exclusive 
fraternity of Form 1120-H filers, and pay an 
“iniation fee” in the form of a penalty for 
non-filing and non- payment of the tax. And 
if you get an extension for the income and 
excess profits tax returns, don’t forget to 
obtain one for the personal holding company 
return too. 

Another point on filing; the Treasury De- 
partment wants taxpayers to file returns 
early, but if a return is filed today, in the 
absence of agreement or controversy, there 
will be a two-week period in 1945 when a 
1941 refund is barred, but where a deficiency 
is assessable. That is, the three-year limita- 
tion on revision will be measured from the 
filing date for the taxpayer, but from the 
due date for the government. 

As to options in the return, two matters 
capably discussed at prior committee meetings 
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come up for final decision with filing of 
the tax return. The first is the last-in, 
first-out method of identification of inven- 
tory which is elected with the filing of Form 
970 with the return. The other is the de- 
duction for amortization of emergency facili- 
ties. You elect in your tax return as to 
when to start this deduction. In addition, 
you should note that you must have the neces- 
sary certificate before filing the final tax 
return, so that if the certificates are not yet 
issued, it will be necessary to get an extension 
of time for filing. The discussion on both of 
these subjects is available in the Society’s 
bulletin. 

All cash basis taxpayers who own baby 
or Defense Bonds have an option for 1941 
or any future year to go on the accrual basis 
for the interest, picking up the untaxed inter- 
est in the year the option was exercised. 
You must needs be a soothsayer to tell 
whether 1941 is the time to exercise the 
option; it is a problem for every taxpayer 
affected, to be solved in the light of the speci- 
fic facts. However, two comments seem obvi- 
ous—first, if 1941 income is unusually small 
or negative, it ought to be profitable to elect 
now, and second, if joint returns are to be 
mandatory, 1941 is the last chance for picking 
up the interest accrual to date at the lower 
rates on separate returns. 

There are two elections as to accounting 
methods which are frequently overlooked, and 
I'll just mention them for consideration, with- 
out discussion. One is the use of the instal- 
ment method, or the deferred payment method 
of reporting gains (but not losses) on sales 
or exchanges. The other is the election on 
bad debts to take the measurable loss as a 
partial bad debt, or to defer the entire deduc- 
tion until the whole debt is ascertained to be 
uncollectible. 

The election for treating foreign income 
taxes as either a deduction or as a credit is 
particularly difficult this year for corpora- 
tions which are liable for both normal and 
excess profits taxes. This problem was dis- 
cussed at some length at our February meet- 
ing. Many corporations may find that the 
deduction is preferable to the credit. 

Since the tax return is the primary place 
for claiming deductions, careful attention 
should be given to building up your case for 
claiming accelerated depreciation on over- 
worked facilities. The Society’s bulletin for 
February reports the discussion on this sub- 
ject at the January tax meeting, and there 
was an excellent review of cases on the sub- 
ject presented by Mr. Walter Hurley at the 
Detroit meeting of the American Institute of 
Accountants last September. All Institute 
members have received copies of this and 
other papers presented at the Convention. 

The whole question of taxation of recov- 
eries of bad debts previously written off, re- 
funds of taxes, and similar items, when the 
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original deduction gave no tax benefit, is “up 
in the air’ at present. The Bureau takes 
the position that such recoveries are fully tax- 
able. But there is valid basis for exclusion 
of such items from taxable income on the 
return, if you prefer to risk a deficiency rather 
than hope for a refund when final adjudica- 
tion is had. Obviously, disclosure of such 
treatment should be made on the tax return 
in the event that the Reconciliation of Surplus 
does not cover it thoroughly. 

Personally, I am of the opinion that it is not 
possible for a taxpayer using the bad debt re- 
serve method to allocate accounts written off 
to specific years for this purpose. However, 
there is no such question when the charge- 
off method is used. One of the questions 
received for discussion at this meeting con- 
cerned the time for deduction of the capital 
stock tax. This Committee has recommended 
to the Treasury Department that this tax be 
made deductible in the year when the tax was 
due, for all taxpayers whether on the cash 
or accrual basis. However, at least for 1941, 
we have to deal with the present —— rule 
of accrual on the preceding July lst, when 
the liability but not the amount became 
known. The liability for the return filed in 
1941 became known in 1940, but the amount 
paid in 1941 depended entirely upon declara- 
tion of a declared value resulting from a 
corporate action taken in 1941. I would like 
to see some fiscal year corporation whose 
base period ended after July 1, 1940 take the 
position that this tax did not accrue until the 
declared value was determined in 1941. One 
of the committee members will discuss this 
matter in answer to a specific question. 

At our November meeting, Mr. Evans re- 
viewed important decisions of the courts and 
the Board of Tax Appeals. His paper, pub- 
lished in the November New York Certified 
Public Accountant, could be reviewed with 
profit now, before filing returns not yet due 
or in connection with returns filed. Since 
then we have had a most important series of 
Supreme Court decisions on reorganization 
and basis which must be considered, both i 
determining the tax status of 1941 transac- 
tions and also possible claims on earlier years 
before limitation is effective. These deci- 
sions, four in all. rendered on the same day, 
February 2, 1942, concerned the question as 
to whether or not a tax-free reorganization 
resulted from acquisition by creditors of cor- 
porate assets in bankruptcy proceedings. 
This is not the time to attempt an analvsis 
of the cases, but it should be noted that they 
may affect: 

First: Any corporation which exchanged 
its stock for the assets of an insolvent 
corporation after 1920. 

Second: <A stockholder, corporate or other- 
wise, which acquired the stock in ex- 
change for bonds of the insolvent cor- 
poration. 
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Since the new principles involve the basis 
for the properties and securities, the tax lia- 
bility of the year of exchange and of the years 
in which the property was depreciated or dis- 
posed of, are involved. Corporations affected 
may have to change the computation of aver- 
age base period earnings and also amounts 
paid in for stock and accumulated earnings 
and profits, in computing the invested capital 
credit. 


Question: Taxpayer charged off and 
deducted a partial bad debt in 1940 in re- 
spect of an amount owing from the in- 
solvent A Corporation, in which year the 
other creditors organized the B Corpora- 
tion which purchased the assets of the A 
Corporation. In 1941 the B Corporation 
reimbursed the taxpayer for the partial bad 
debt loss sustained in 1940. (a) Is the pay- 
ment an allowable deduction to the B Cor- 
poration? (b) Is it includible in the tax- 
payer’s gross income of 1941? 


Answer: (a) No. Since the debt was 
owed by Corporation A, the payment 
thereof by Corporation B would be held 
to be not a necessary business expense. 
Giurlani & Bro. vy. Com’r., 119 F. (2d) 852. 


(b) Yes, unless the taxpayer can estab- 
lish that it was a gift. Since presumably it 
could not be shown that Corporation B in- 
tended to make a gift to the taxpayer, the 
payment would constitute income to the 
taxpayer in 1941. If the taxpayer enjoyed 
no tax benefit in 1940 from the partial bad 
debt loss, it is uncertain whether or not 
income was received in 1941 when the loss 
was recovered. Under G.C.M. 22163, 1940- 
2 CB 76, the Treasury holds such recovery 
to be includible in gross income. The 
Board in State-Planters Bank & Trust Co., 
45 BTA 630, has disregarded G.C.M. 
22163 and applied the Treasury’s former 
view that no income was realized where no 
tax benefit was received in the year of 
charge-off. It should be noted that the 
Treasury has recommended that the Rev- 
enue Act of 1942 include an amendment 
to the Code giving effect to its former posi- 
tion that no income is realized where no tax 
benefit was received in the year of charge- 
off. 


Question: A mortgagee forecloses a 
real estate mortgage (a) Does he have a 
capital gain or loss in addition to a bad 
debt loss? (b) What is the nature of the 
loss sustained by the owner of the real 
estate? (c) Is the answer to (b) different 
depending upon whether or not the owner 
was liable on the bond? 


Answer: (a) If the mortgagee does not 
bid in the property at the foreclosure sale. 
he has a deductible bad debt loss measured 
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by the difference between the tax basis of 
the mortgage and the proceeds realized 
from the sale, provided such loss is charged 
off in the year of sale. In addition, if the 
mortgagee buys in the property, he may 
realize a capital gain or loss measured by 
the difference between the fair market 
value of the property at the time of the 
foreclosure sale and the price bid by him. 
Section 19.23(k) (3), Regulations 103. 


(b) Capital loss. 


(c) No longer. In Helvering v. Ham- 
mel, 311 US 504, the Supreme Court dis- 
posed of the conflict as to the nature of the 
loss sustained by an owner personally 
liable on the bond by holding that it was 
a capital loss. There has been no Supreme 
Court decision as to the nature of the loss 
where the owner is not on the bond, but 
the First Circuit in Welch v. Street, 116 
F (2d) 953, and the Board in McLaughlin, 
43 BTA 528, have held that the language 
in Helvering v. Hammel was broad enough 
to apply where the owner was not per- 
sonally liable on the bond. 


Question: A taxpayer reported a sale 
of real estate and claimed a loss. The rev- 
enue agent found that a gain had been 
realized, to which the taxpayer acquiesced. 
Assuming the sale was one that might have 
been reported on the instalment basis, may 
the taxpayer apply that method in deter- 
mining the deficiency? 


Answer: No. The right to report prof- 
its on the instalment basis must be elected 
when the return is filed. If the taxpayer 
misconstrued the law or incorrectly found 
the facts so that he erroneously reported 
a loss on the sale (the instalment method 
does not apply to losses) it would not ap- 
pear that the taxpayer has grounds for 
relief. 


Question: A taxpayer on the cash basis 
had not paid the entire contract price for 
stock to the vendor when it became un- 
deniably worthless. The vendor held him 
to his contract and compelled payment for 
the balance in a later year. The taxpayer 
had deducted his payments to date of 
worthlessness as a long term capital loss 
as required by the law since 1938. How 
shall he treat the payments after worth- 
lessness? 


Answer: The department has ruled on 
this very point (IT 3479-CB 1941-1, 212). 
The duty to treat worthless stock losses as 
“capital” applies only to the year of worth- 
lessness, therefore the subsequent pay- 
ments represent ordinary losses and are de- 
ductible in full. 
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Committee Activities 


Question: Several years after a com- 
pany had discontinued business and stock- 
holders had written off their investment in 
its stock as worthless (1938), an amount 
was unexpectedly recovered on a company 
claim and distributed to the old stockhold- 
ers. The loss had been treated as a long 
term capital loss by the stockholders. How 
shall they treat the recovery? 


Answer: It is to the taxpayer’s interest, 
and consistency approves, that it be re- 
garded as a long term capital gain. When 
stock becomes worthless, stock is not usu- 
ally called for retirement, so there is no 
liquidation present to form the basis for a 
possible claim that partial liquidation re- 
sulted making the gain fully taxable as 
“short term”. Technically, it may also be 
said that there was a return of capital 
under 115(d) under which the gain is 
deemed to be one from sale and therefore 
taxable as a iong term gain. 


Question: In its income tax return for 
the calendar year 1940 a corporation ac- 
crued and deducted $440 (on a declared 
value of $400,000) for the capital stock tax 
year ended June 30, 1941. The capital 
stock tax return filed in October 1941 was 
made on the basis of a declared value of 
$500,000 and the tax paid amounted to 
$625. Two questions are presented by these 
facts: 

(1) In what year should the corporation 
deduct the additional tax represented 
by $1.10 per $1,000 on the additional 
$100,000 declared value? 


In what year should the corporation 
deduct the additional tax resulting 
from the increased rate of 15¢ on each 
$1,000 of declared value? The in- 
creased rate of 15¢ on each $1,000 of 
declared value was imposed by the 
Revenue Act of 1941, approved Sep- 
tember 20, 1941. 


Answer: The entire amount of capital 
stock tax paid, $625, for the year ended 
June 30, 1941 is held to have accrued on 
July 1, 1940. Accordingly, for a corpora- 
tion on the accrual basis it was deductible 
on the 1940 income tax return. 

The rulings by the Internal Revenue 
Bureau and the Board of Tax Appeals on 
this question have not been entirely con- 
sistent. A brief summary of these rulings 
may be helpful. They are as follows: 


(a) G.C.M. 22366, 1941-1 C.B. 210: 


With respect to the increase of 10% 
(making the rate $1.10 on each $1,000) 
by reason of the Revenue Act of 1940 
for the capital stock tax year ending 
June 30, 1940, the General Counsel 
ruled that the additional tax could be 
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deducted in the year 1940 by taxpayers 
who had filed a return for the calendar 
year 1939. The General Counsel stated 
that this was an exception to a pre- 
vious ruling holding that the accrual 
date was the first day of the capital 

stock tax year (in this case July 1, 

1939) but that it was proper because 

the Revenue Act of 1940 was approved 

on June 25, 1940 and since tax returns 
for the calendar year 1939 were due 
on March 15, 1940 there was not an 
opportunity to adjust the accruals for 
the additional tax. No consideration 
was given to the possibility that a cor- 
poration might actually have filed its 

return for the year 1939 after June 25, 

1940 by reason of an extension of time 

for filing. 

(b) Budd International Corporation, 45 
BTA 737, November 19, 1941: 

This case involved capital stock tax 
deductions for the years 1936 and 
1937. The Commissioner maintained 
that the amount of tax actually paid 
for capital stock tax years ending 
June 30, 1937 and June 30, 1938 should 
have been accrued and deducted in in- 
come tax returns for 1936 and 1937 
respectively. The Board upheld the 
Commiissioner’s position and stated 
that the taxpayer could not deduct 
more than the correct amount of tax 
irrespective of its accounting method. 
It also held that correction of the 
original deduction when timely made 
while the determination of the correct 
tax for the original year is still in liti- 
gation, may properly be demanded and 
is not to be denied. 

Mimeograph 5319, Internal Revenue 
Bulletin No. 7, February 16, 1942: 

The following statement is made re- 
garding deductibility of capital stock 
tax: 

“The capital stock tax under sec- 
tion 1200, Chapter 6, of the Code is 
deductible from gross income by the 
corporation or other organization 
upon which imposed. The tax ac- 
crues on the Ist day of the capital 
stock tax taxable year, ie., July }1, 
except that with respect to the capi- 
tal stock tax taxable year within 
which the corporation is organized 
the tax accrues on date of organiza- 
tion.” 


(c 


~~ 


Question: A corporation had a substan- 
tial loss in 1939, including a deduction of 
$2,000 net capital loss, the maximum then 
allowed. Analysis shows that the capital 
loss consisted of $10,000 loss on capital 
assets held over 18 months and $4,000 
gain on capital assets held under 18 
months. 
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What adjustment should be made in 
computing the net operating loss, for carry- 
over to 1941? 


Answer: The net operating loss will 
consist of the net loss before any capital 
gains or losses, reduced by the $4,000 
short-term gains. 


Question: Section 17(c) of the New 
York State personal property law requires 
the operations of foreclosed real estate to 
be placed in the salvage account by execu- 
tors and trustees. The annual income on 
the basis of annual rests starting from the 
date the property is acquired is applied as 
follows: 

The first 3% of the mortgage principal 
goes to the income beneficiaries. The re- 
mainder is applied to reduce the trust in- 
vestment in the property. 

Assume a parcel of property is foreclosed 
on August 1, 1941. All of the operations 
of the property are placed in the salvage 
account until July 31, 1942. If the income 
is less than 3% of the principal amount in- 
volved, the entire income then becomes 
payable to the income beneficiaries. If the 
income is more than 3%, the excess over 
3% is paid into principal account to reduce 
the investment in the property. 

Under these facts, how are the trustees, 
filing fiduciary tax returns on a calendar 
year basis, to report the distributable and 


undistributable income from the property? 


Answer: Income held for unascertained 
persons is taxable to the fiduciary. For 
the period August 1, 1941 to December 31, 
1941, the income is held for unascertained 
persons. Until July 31, 1942, it cannot be 
ascertained who will receive the income. 
Accordingly, the income for this _five- 
month period is to be reported by the 
fiduciaries as undistributed income. When 
the 1942 return is prepared, the income for 
the seven months, January 1, 1942 to July 

1942 has already been determined and 
the apportionment has already been ascer- 
tained, and the exact apportionment should 
control what is distributable and what is 
undistributed income. The procedure with 
respect to the last five months of 1942 will 
follow that for the five-month period, 
August to December 1941. Income which 
is taxed to fiduciaries as undistributed in- 
come accumulated for unascertained per- 
sons which is later distributed when the 
persons become ascertained, is tax paid 
income and is not taxable a second time 
to the beneficiaries. 


Question: Corporation A owns B and 
C. Corporation C owns D and E. All cor- 
porations are operating companies, and all 
ownership is 100%. Assuming the law 
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allows consolidation, can C file a con- 
solidated return for itself and D and E? 


Answer: A consolidated return is per- 
mitted for excess profits tax purposes but 
not for income or surtax purposes, except 
in the case of railroad and Pan-American 
trade corporations. 

If a consolidated excess profits tax re- 
turn is filed, it must include every domestic 
corporation which is a member of the 
affliated group and which is an includible 
corporation within the meaning oi the 
Code. 

An affiliated group by definition includes 
the common parent corporation and every 
other corporation which is a member of 
the affiliated group. Therefore, Corpora- 
tions A and B are members of the group 
and must be included in the consolidated 
return. 


Question: H purchased a house and lot 
for residential purposes in 1931. The house 
was valued at $7,500.00, lot at $1,000.00 and 
garage at $500.00. 

M (son-in-law of H) purchased a house 
and lot at approximately the same time 
for $8,000.00—House, with attached ga- 
rage, valued at $7,000.00 and lot at $1,000.00. 

In 1936, M and family moved into the 
house of H. M rented his house and, for 
tax purposes, based the valuation on origi- 
nal cost. 

On July 1, 1941, H and M exchanged 
properties on an even basis. 

What is the basis of valuation on the 
business property acquired by H? 


Answer: It is presumed that the total 
value of H’s house, $9,000.00, represents 
cost. 

The basis for figuring depreciation upon 
the properties which had been appropri- 
ated to income producing purposes would 
be their value when converted to rental 
property. 

The exchange of properties would not 
be a taxable transfer under section 112(b) 
(1). 

The basis of the property acquired by H 
is the same as the basis of the property 
exchanged. 3y the exchange the cost of 
H’s house totalling $9,000.00 and accrued 
depreciation would be transplanted to M’s 
house received on the exchange. 

As H’s new house remains business 
property gain or loss would be calculated 
upon this basis. However, the loss could 
not exceed the value at date appropriated 
to income purposes less accrued deprecia- 
tion. 


Question: Is a taxpayer required to 
claim a partial bad debt loss where such 
loss appears imminent? 
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Comunittee 


Answer: Partial bad debt deductions 
may be claimed at the option of the tax- 
payer and are not required to be made. 
The taxpayer may await complete loss and 
then charge off and deduct the full amount. 


Question: During December 1940 the 
A corporation whose entire stock was 
owned by Mr. A, decided to dissolve and 
liquidate its affairs. In January 1941 the 
dissolution was legally completed. As of 
December 31, 1940, all the assets were 
transferred to a partnership known as A 
and Company and the exact corporate 
surplus of $4000 was credited on the part- 
nership books as capital donated by Mr. A. 
At the time of the liquidation the partner- 
ship assumed all the liabilities and ac- 
quired all the assets of the corporation. 
At that time one of the company’s assets 
was accounts receivable of $15,000 and a 
reserve for bad debts of $1,500. During 
1941 the company’s partnership had actual 
bad debts in the sum of only $150 of the 
old corporation’s accounts receivable. In 
so far as corporation liquidation is con- 
cerned, what income should be reported 
for the vear 1941 by Mr. 

Answer: Mr. A received $4000 on liqui- 
dation of the corporation in the nature of 
a surplus. In addition he also received 
$1350 dollars worth of accounts receivable 
which was fully collected during 1941 and 
which should be added to the $4000 as 
representing the total liquidating divi- 
dends. He will then have to pay a tax 
based upon the length of time that he 
held the stock in the corporation pursuant 
to Section 117 and as the case may be, he 
will have to report a capital net gain, 
either long term or short term. 


Question: In 1930 A loaned B $6,000 
and received a mortgage on B’s real estate. 
In 1938 B became very delinquent in the 
payment of both interest due on the mort- 
gage and in payment of real estate taxes 
due to the City of New York. In order 
to save time and legal expenses A gave 
B $100 for the deed to Y’s property. In 
1940 A sold the property to Y for $20,000 
receiving $5,000 in cash and a $15,000 mort- 
gage due in 1943. At that time before 
delivering the deed to Mr. Y, A had to pay 
about $9,000 in back taxes and accrued 
interest thereon to the City of New York 
and the $6,000 old mortgage was cancelled 
of record. In 1941 Y anticipated and paid 
off the $15,000 mortgage and —— in- 
terest to Mr. A. What should Mr. A. re- 
port as income for 1941? 

Answer: Nothing should be reported 
in 1941. $4,900.00 less any legal expenses 
should have been reported as a long term 
capital gain subject to the percentage re- 
quirements of Section 117. 
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Activities 


Question: A corporation organized and 
commenced business on January 1, 1939. 
A fiscal year May 3lst was adopted. The 
company dissolved and liquidated on May 
31, 1941. 

1. When did the first capital stock de- 
claration have to be made? 

2. Which was the first declared value 
excess-profits tax year? 

3. When will the final federal capital 
stock tax return have to be filed? 

4. Which was the final declared value 
excess-profits tax year? 


Answer: A corporation which does 
business for any part of a year ended June 
30th is subject to federal capital stock tax. 
The declared value excess- profits tax is 
imposed in respect of income of an income- 
tax taxable year ending after a federal 
capital stock tax year. Therefore, the 
answers are: 

The first federal capital stock tax return 
had to be filed for the year ended June 30, 
1939. The first declared value excess- 
profits tax year was the year ended May 31, 
1940. The final federal capital stock tax 
return will be for the year ending June 30, 
1941. The final declared value excess- 
profits tax return will be for the year ended 


May 31, 1941. 


Question: Would a building acquired 
by a mortgagee located on property ac- 
quired through a foreclosure proceeding, 
be a capital asset or would it be considered 
to be within the exception “property used 
in the trade or business of a character 
which is subject to the allowance for de- 
preciation provided in Section 23”. The 
mortgagee in this case acquired the build- 
ing in 1934 and rented it during the period 
1934-1941, inclusive. The mortgage was 
originally held as an investment and the 
mortgagee had no desire to buy the build- 
ing nor to hold it as an investment. At 
the first opportunity (some seven years 
later) the property was sold for a price 
approximating the amount of the mort- 
gage. The mortgagee-owner, did not use 
the property. In reporting the sale on 
Form 1040, should an attempt be made to 
segregate the land from the building in 
accounting for the land in schedule F, and 
for the building in schedule G or should 
the accounting for the land and building 
be made in schedule F only? In brief, what 
type of depreciable asset would be included 
in schedule F? 

Anwer: The manner in which the prop- 
erty was acquired would not affect the 
question as to whether or not it was a 
capital asset. A building that is rented 
would be property used in the trade or 
business of a character which is subject 
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to depreciation. As long as it was so used 
at the date of sale it would not be a capital 
asset and the gain or loss would be allow- 
able in full. 

In reporting the sale on form 1040 an 
attempt must be made to segregate the 
profit or loss on the land from the profit 
or loss on the building. The former should 
be reported in schedule F while the latter 
item should be reported in schedule G. 

No assets upon which depreciation is 
being allowed at the date of sale or ex- 
change should be included in schedule F. 
An example of an asset upon which depre- 
ciation had been allowed and where upon 
a sale the gain would be reportable in 
schedule F would be a residential building 
which had been rented but which at the 
date of sale was being used as the owner’s 
residence. 


Questions Answered by the Com- 
mittee on the Administration of 
Accounting Engagements 


The following questions and answers were 
presented at a meeting of the Committee on 
Administration of Accounting Engagements 
held on December 11, 1941, at the Engineer- 
ing Auditorium. Mr. STEPHAN CHAN, Act- 
ing Chairman, was assisted by Messrs. Ray- 
MOND Ives and S1pNEY B. KAuN, also mem- 
bers of the Committee. 


Question: Can the committee present 
an outline of the procedures which may 
be employed in reviewing the work-papers 
supporting an auditor’s report? 


Reply: My answer assumes two con- 
ditions: 

(1) That a complete set of properly in- 

dexed work-papers has been pre- 
pared during the course of the en- 
gagement, and, 
That the principal reviewing these 
papers is familiar with the scope of 
the engagement, the nature of the 
client’s business and the type of re- 
port required. 


_~ 
Do 
~~ 


The usual engagement follows an estab- 
lished routine; the procedure is outlined 
by the supervisor or partner, the audit is 
conducted by the senior and his assistants 
and the report written by the senior is 
turned over to the partner or office man- 
ager together with the working papers. 

When I use the term, “review of work- 
papers,’ I mean a thorough perusal of the 
complete work-paper folder, journal en- 
tries, major confirmations, and other data, 
and tying this matter up with the balance 
sheet and operating statement to be pre- 
sented to the client. In some cases, a por- 
tion of this review may be done at the 
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client’s place of business, while the audit 
is in progress. At that time, the reviewer 
can determine that the outlined audit scope 
is being faithfully followed, that adequate 
direct confirmations have been obtained 
and that sufficient and clear work-paper 
schedules and analyses are being prepared. 
He can also dispose of the major problems 
encountered by the senior accountant as 
the engagement progresses. 

When the work-paper folders and ac- 
companying report are turned in to the 
office, the reviewer should thoroughly re- 
view them with four main questions in 
mind: 

(a) Were the audit and verification suffi- 

ciently comprehensive? 

(b) Are the assets conservatively valued 

and are the reserves adequate? 

(c) Are all liabilities, direct and contin- 

gent, provided for? 
Does the report correctly set forth 
the results of this examination in an 
intelligent manner and is the certifi- 
cate properly qualified? 


(d 


— 


The suggested procedure and points to 
observe may be summarized as follows: 

Read the report and statements, making 
notes of the items which appear to require 
further investigation. If the audit has been 
done previously, read the prior report and 
see that pertinent qualifications and essen- 
tial data are repeated. 

Then reviewing the working papers, 
read the audit program with an eye to its 
adequacy. Make notes of items not suffi- 
ciently verified or investigated. Scan the 
trial balance for order of items, unusual 
accounts, etc. Read the journal entries to 
obtain an idea of the adjustments required 
and the method used. 

With the balance sheet in mind, study 
each working-paper analysis. There is no 
way a reviewer can be forewarned of what 
he may find or just how to find it. The 
results to be obtained depend solely upon 
the imagination and theoretical knowledge 
of the reviewer who must be aggressive 
and possess a thorough theoretical knowl- 
edge of auditing, accounting and _ allied 
subjects. The following are a few of the 
things the reviewer should look for in the 
working-papers. 

When reviewing the bank reconciliations 
see that the outstanding deposits are not 
excessive, consist only of the preceding 
day’s receipts and were checked to the 
following month’s bank statement. If the 
deposit consists of cheques drawn on 
another of the client’s banks, note that 
the amount is deducted in the respective 
reconciliation. The bank balance should 
be checked to the letter of verification; 
observe that any liabilities disclosed by 
the said letters are given effect to in the 
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Committee Activities 


report. Review the details of the petty cash 
count and ascertain that vouchers and 
IOU’s have been charged to expense or 
receivable accounts and not included as 
cash on the balance sheet. 

Note that there is sufficient reserve 
against the receivables. If a detailed list- 
ing has been prepared, the accounts should 
be scanned and the reviewer should be 
satisfied as to the credit standing of 
the customers owing large balances even 
though current. 

See that sufficient tests have been made 
of the inventory. Apply gross profit or 
unit tests to confirm the conservativeness 
of the total value used. 

Scrutinize the fixed asset accounts. See 
that additions are proper and that the de- 
preciation rates are adequate. 

Ascertain that the insurance coverage is 
sufficient. 

Carefully re-read the excerpts of leases, 
contracts, indentures, minutes, etc. for their 
effect on the balance sheet. Most staff- 
men do not go into sufficient detail in their 
perusal of these items and thereby over- 
look the balance sheet effect thereof. 

As the working papers are perused the 
reviewer should write his comments and 
questions on a sheet, allowing a three-inch 
margin to the left, wherein are to be writ- 
ten the answers of the senior accountant. 
The questions and answers should then be 
discussed with the senior in such a way 
as will bring out just what was done and 
why it was done. Thus, while the senior 
is made appreciative of the theoretical or 
technical aspect of the subject, the super- 
visor satisfies himself as to the scope of 
the audit. As a result of the discussion the 
senior ties up the loose ends of the audit 
procedure and revises the report for typing. 


Question: Does the Committee feel that 
the audit questionnaire used by some of 
the larger public accounting firms should 
be used by the smaller firms, let us say 
those employing as few as three or five 
staff accountants? What general sugges- 
tions would the Committee make as to 
the form such questionnaire should take? 


Answer: The Committee is of the opin- 
ion that the audit questionnaire could be 
employed to advantage by medium and 
small sized public accounting practitioners. 
As a matter of fact, it recommends that 
some form of questionnaire should be used 
by all public accountants at least in con- 
nection with all engagements wherein a 
report or opinion will be presented. In the 
recent official pronouncement on the sub- 
ject of extensions of auditing procedure 
promulgated by the American Institute of 
Accountants and several of the State So- 
cieties, specific mention is made, in the 
report or opinion recommended for use, 
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of the fact that the auditor has reviewed 
the client’s internal control and account- 
ing procedures. This is tantamount to say- 
ing that such a review is an auditing stand- 
ard and that it is therefore a mandatory 
procedure of the public accountant render- 
ing an unqualified report. 

The primary purpose of this review is 
to acquire and maintain a familiarity with 
the organization, personnel, nature of busi- 
ness, internal routine, accounting proce- 
dures and books and records in use. With 
this survey as a beginning the auditor is 
in a position to: 

1. Ascertain whether there are any in- 
ternal defects that might afford op- 
portunities for misappropriations on 
the part of employees or financial ir- 
regularities or manipulation by the 
management; 

Form an opinion as to the efficiency 
of the accounting department, the 
adequacy of the accounting system, 
and the degree of consistency with 
which accepted accounting methods 
are followed; and 
3. Intelligently and effectively design or 
amend the program of audit and de- 
termine the “manner, time and ex- 
tent” of the test checking. 


bo 


A written questionnaire is desirable for 

the following reasons: 

1. It provides a preconceived, uniform 
and systematic plan for making and 
recording the results of the afore- 
mentioned review; 

2. It provides the principal or reviewer 
with a definite and basic record to 
consult in connection with his review 
of the working papers and report; 

3. It provides the staff accountant per- 
forming the audit with pertinent in- 
formation relative to the engagement; 
and 

4. It serves as evidence of the fact that 
reviews have been made and the na- 
ture and extent of such reviews. 


Now, as to the general form of the ques- 
tionnaire there seems to be little uniformi- 
ty in practise with respect thereto. Some 
firms combine the review questionnaire 
with the audit program thereby treating 
both as a long series of questions which 
the staff accountants answer with “yes” 
or “no” or with comments where a posi- 
tive answer is not adequate. Others sepa- 
rate the review questionnaire from the 
audit program making the former a very 
long affair; while others who make the 
separation use a shorter form of review 
questionnaire. It would seem that a sepa- 
ration of the audit program is desirable. 
As a practical matter it may be advisable 
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to divide the review questionnaire into two 
parts, namely, a general questionnaire and 
an internal check questionnaire. It may 
even be of advantage to use two forms of 
internal check questionnaire, a long form 
for large clients and a short form for small 
clients. This has the advantage of con- 
serving time not only in the preparation 
but also in the review of the questionnaire. 

The general questionnaire should cover 
such points as: exact style of organiza- 
tion; legal form; corporate or other pro- 
prietorship data; nature of business; prod- 
ucts handled; territory covered; terms of 
purchase and sale; affiliations; branches; 
pertinent history; books and records in 
use; personnel; leases; special features of 
business; etc. The internal check ques- 
tionnaire, as you all know, deals with the 
internal routine and procedures of the en- 
terprise under audit. The questions are 
usually classified under such headings as 
cash receipts and disbursements; petty 
cash; payroll; credits and collections; pur- 
chasing; receiving and storing goods; pack- 
ing, shipping and delivery; mail; vaca- 
tions; etc. etc. 

Most questionnaires are printed forms 
which the auditor completes by inserting 
answers. One practitioner is known to use 
a check list that does not call for answers 
on the form itself but instead lists all ques- 
tions with identification numbers, the an- 
swers to which are noted in a separate 
section of the working papers identified 
by the numbers in the check list. The an- 
swers generally are so stated as to make it 
unnecessary to refer back to the check list. 
This latter method has the advantage of 
allowing as much room as necessary for 
answers. 


Question: What suggestion would the 
Committee make relative to preliminary 
work, both in the accountant’s office and 
in the office of the client, in planning a 
new engagement, in the light of recent 
additions to auditing procedure? 


Answer: When a new engagement is 
obtained, a complete memorandum should 
be dictated by the partner receiving the 
engagement, which should contain data 
relative to the organization of the new 
client, its officers, type of business, scope 
of examination, type of reports to be ren- 
dered, date audit is to commence, closing 
date, fee, etc. 

The staff manager or administrative 
partner should then plan the assignment 
of the men required to handle the engage- 
ment. The senior in charge should be 
given a copy of the engagement memo- 
randum and should discuss the proposed 
scope with the administrative partner be- 
fore commencing the audit. 
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Since the accountant states in his report 
that he has reviewed the system of in- 
ternal control and accounting procedures, 
it is necessary that this portion of the work 
be done in a planned and thorough man- 
ner. The larger accounting firms use an 
internal control questionnaire or program 
as the basis for this phase of the prelimi- 
nary audit work. If time permits, this 
work should be done some months before 
the end of the fiscal year. 

The answers on the questionnaire will 
result in obtaining a bird’s-eye view of 
weaknesses and permit remedial measures 
to be taken at the year-end wherever such 
measures might strengthen the efficacy of 
the audit and afford additional protection 
to the accountant after the books had been 
closed. For instance, were it found, as a 
result of the questionnaire work, that the 
cashier, receiving the bank statements di- 
rect, was in the habit of reconciling his 
own bank balances, the client should be 
requested to deliver all bank statements 
at the year-end to the public accountants, 
unopened for their first use, and thereafter 
an individual outside the cashier’s depart- 
ment be assigned to the reconciliation 
of these balances. Similarly, were it dis- 
covered through the questionnaire that the 
payroll procedure was lacking in certain 
counter-checks, steps could be taken im- 
mediately to improve this procedure, which 
might bring irregularities to light prior 
to the close of the year. 

Another important matter for prelimi- 
nary investigation would be that of the 
inventory records of finished goods, goods 
in process, raw materials and supplies. If 
perpetual inventories are maintained by 
the client, together with an adequate cost 
system, the problem of the accountant will 
be minimized. Under such circumstances 
it is recommended that as much of the 
year-end inventory work be anticipated as 
is possible. Discussion should first be had 
with the company official in charge of this 
part of the work to see that the methods 
employed in taking physical inventories 
are sound and afford proper checks on 
those of the client’s staff who are respon- 
sible for the physical stock. If the methods 
heretofore employed lack such checks, the 
public accountant should make suggestions 
for changes and co-operate with the client 
in drawing up a new set of instructions. 
After these have been issued by the client, 
the work of taking the inventories, record- 
ing the results on bin cards—which, natu- 
rally, should provide for the recording of 
receipts and issues between the date of 
the physical count and the fiscal year-end 
—should be at least supervised by the pub- 
lic accountant. The thorough testing of 
these cards to the perpetual inventory rec- 
ords and of the receipts and issues both 
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to the perpetual inventory records and the 
source of original entry can follow later. 

Where perpetual inventory records are 
not maintained and the system employed 
appears to be inadequate, little of this an- 
ticipatory work can be accomplished be- 
fore the fiscal year-end. However, the 
accountant is still in a position to see that 
proper instructions are issued by the client 
for the taking of the inventories at the 
year-end, and he will also be afforded time 
to make a study of the situation so that 
he may be in a better position to make an 
intelligent audit of the inventory. 

It may also be advisable to study, prior 
to the year-end, the method used by the 
company in handling and storing stock. 
Upon investigation it might be found that 
certain items are stored in such a manner 
as to make a physical count difficult, that 
stock of one class is unnecessarily scattered 
through the plant, or that proper physical 
control is not exercised over certain valu- 
able products or materials. In such cases, 
recommendations should be made to the 
client which will tend to simplify the stock- 
taking and which will also reduce the 
possibilities of irregularities and theft. 

Similar anticipatory work can be effected 
in so far as the circularization of accounts 
receivable is concerned. A trial balance 
of the accounts receivable ledger for the 
month-end prior to the fiscal year-end 


should be called for, and, on the basis of 
such trial balance, the accounts to be cir- 
cularized (subject to possible later addi- 
tions) should be selected and circulars pre- 
pared therefor with everything but the 
year-end balances filled in. Arrangements 
should be made with the clerk in charge 
as to the preparation of the year-end state- 
ments, the filling in and checking of the 
balances by the accounting against the 
accounts receivable ledger as of the fiscal 
year-end, and the mailing of the circulars 
and statements by the accountant. 

Even on balance sheet audits it is usual 
to test, for several interim months, the 
transactions affecting cash, sales, pur- 
chases, etc. This work should preferably 
be done before the year-end, as weaknesses 
disclosed thereby will have great weight 
in shaping the year-end audit program. 

After the preliminary work has been 
performed, the supervising manager or 
partner will then be in a position to draw 
up a complete program of the work to 
be accomplished after the closing of the 


books. 
* * *k kx 


This answer is not intended as a com- 
plete coverage of procedure, but rather as 
an indication of certain outstanding mat- 
ters which the Committee regards as im- 
portant relative to pre-year-end work on 
a new assignment. 
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